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INTERNATIONAL TRADE WITHOUT MARKETS— 
THE SOVIET BLOC CASE 


By Epwarp Amrs* 


This paper will analyze the foreign trading system of the Soviet bloc 
countries, which have the most extreme form of direct controls known 
in history over both their internal and international transactions. Two 
general questions will be considered: (1) can a country using only di- 
rect controls decide what its imports and exports will be; and (2) are 
direct controls over international transactions a sufficient condition for 
external equilibrium? The purpose of this analysis is to illuminate, by 
means of an admittedly atypical case study, some of the issues involved 
in the perennial discussion of the relative effectiveness and desirability 
of direct controls, in contrast to monetary and fiscal controls, as a 
means of establishing or maintaining external balance. 

Since information in English on trade and exchange practices of the 
Soviet bloc countries is rather sparse, the discussion will set forth the 
main economic relations in the Soviet bloc. Since East-West trade is 
now much smaller than trade within the Soviet bloc, little emphasis will 
be placed upon the former. 


I. Trade and Payments Procedures 


Trade within the Soviet bloc is typitally carried out on the basis of 
bilateral agreements between Ministries of Foreign Trade.’ These an- 


* The writer is an associate professor of economics at Purdue University. This article, 
however, was written while he was with the Division of International Finance of the 
Board of Governors of the Federal Reserve System. The views expressed are his own, and 
not necessarily those of the Board or the Division. 

*The USSR trades through special corporations owned wholly by the Ministry; the 
satellites set up similar corporations at the time they nationalized foreign trade. However, 
there is evidence that in some cases these corporations in the satellites may be the same 
organizations as those carrying on internal wholesale operations and that the increase in 
trade planning within the Soviet bloc may reduce the operational importance of the 
Ministry. 
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nual agreements list the amounts of each commodity to be exported by 
each trading partner. They provide that shipments in each direction 
should be equal over each six-month period; within each such period, 
however, a country may have an import or export surplus, which will be 
financed by an automatic (swing) credit not to exceed specified limits 
(the swing ceiling). If at the end of the year there should still be swing 
credit outstanding, exports of the debtor country during the first quar- 
ter of the following year will in part be used to pay off this debt rather 
than to finance current imports.* The same terms seem to prevail in 
intersatellite trade agreements.* Since there is also trade under credit 
and reparations agreements, however, total deliveries of goods in each 
direction between each pair of countries need not balance.* 

The important sense in which bilateralism exists within the Soviet 
bloc is that even in cases where trade does not balance, current pay- 
ments within the bloc must balance bilaterally.* One bloc country may 


? Korolenko, “Principles of Equality and Mutual Advantage in the Trade of the USSR 
with the European People’s Democracies,” Voprosy Ekonomiki, 1952, V, No. 3, 26-27. 

* Bloc countries have entered into multilateral agreements only in trilateral agreements 
involving USSR, Finland, and individual satellites. In no known case are all three parties to 
a trilateral agreement bloc members. Soviet writers sometimes imply that trade is multi- 
lateralized within the bloc, but their statements can be interpreted either as meaning that 
the bloc members having transferable sterling accounts settle among themselves in sterling, 
or (more probably) that they settle with countries outside the bloc in sterling. (Evreiskov, 
“Methods of Strengthening International Financial Relations,” Voprosy Ekonomiki, V, 
No. 3, 1952; Polyakov and Trubenkov, “The State Bank and International Monetary 
Transactions of the USSR,” Finansy i Kredit SSSR, No. 2, 1952). 

*Soviet writers make a virtue out of the necessity of bilateralism by arguing that only 
bilaterally balanced trade is equitable, since otherwise one partner receives more imports 
than the other and gets into balance-of-payments difficulties. See Paramov, “Forms and 
Methods of Economic Collaboration between the USSR and the People’s Democracies,” 
Voprosy Ekonomiki, 1950, III, No. 12, 37, 41; Shkarenkov, “Economic Collaboration of 
the USSR and the People’s Democracies,” Planovoe Khozyaistvo, No. 3, 1952, p. 62; 
Vneshnyaya Torgovlya, editorial, 1952, XXII, No. 4, 2-3. 

*“Large uncovered claims in the (clearing) accounts arise chiefly on the basis of an 
excess of exports over imports and take the form of an active balance or the form of 
exchange which, however, cannot be transferred to a third country. . . . Deliveries of 
goods between countries of this type are the result of their economic planning, and short- 
term temporary (trade imbalances) are quickly compensated by contractual deliveries.” 
Alfred Siebeneichen, “Intergovernmental Settlements under Socialism,” Deutsche Finanz- 
wirtschaft, 1953, VII, No. 3, 119. An apparently contradictory statement by a Bulgarian 
source states that “Special ruble accounts are opened in the banks of contracting countries 
to carry out payments for goods turnover and for (related) expenses. . . . The contracting 
parties make transfers in rubles from one currency to another at the established rate.” 
(A.S., “Economic Collaboration of the Countries in the Camp of Socialism,” Finansy i 
Kredit (Sofiya), No. 9, 1951, p. 75.) The contradiction disappears if “contracting parties” 
means “trading partners,” with the “transfers” referring to entries, in two accounts created 
under a particular bilateral agreement. There may, however, be some transfers of Free 
World currency among bloc members. One source says “The transfer in rubles of foreign 
exchange to another contracting party is made at an agreed rate” (Korolenko, op. cit., 
p. 27). If the use of “agreed rate” rather than “established rate” is not accidental, this 
sentence means such transfers are not necessarily made on the basis of the official cross- 
rates. 
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not use a bilateral surplus with a second bloc country to cover a deficit 
with a third. Soviet writers, it is true, claim that since all bloc currencies 
are defined in gold, transferability should be possible (although they do 
not claim that it is now practiced).° The problem, however, is not that 
the unit of account is ambiguous in terms of gold, but rather that: (1) the 
amount of goods which a unit of gold represents will vary depend- 
ing upon the pair of countries trading together; (2) the volume and di- 
rection of trade will not change in response to price or exchange rate 
changes; and (3) there is no automatic mechanism (apart from ceilings 
on swing credits) for correcting trade imbalances between any pair of 
countries, and hence no mechanism for equalizing total imports and 
exports of any country. 

Goods moving in international trade within the bloc are credited to 
special ruble accounts opened in the name of the exporting country by 
the central banks of the trading partners. These ruble accounts are 
“purely bookkeeping devices,” in that a country with a credit balance 
in such an account can apparently use it only to pay for direct imports 
from the country from which it earned the balance. In particular, these 
“rubles” are claims on the State Bank of the USSR only where they rep- 
resent the proceeds of exports to the USSR. 

The ruble prices at which goods are valued in these accounts are 
determined in the process of negotiating trade agreements. Soviet bloc 
writers, of course, describe them as “just,” and as ensuring “equality of 
treatment” to all participants.” The actual basis of price fixing, so 
lyrically described by these economists, is not known. The Yugoslav 
press has claimed that in 1949 the USSR purchased Rumanian oil at 
world prices, which were below Rumanian costs, and resold it to Hungary 
and Czechoslovakia at Soviet domestic prices, which were above world 
prices. On the other hand, the USSR resold zinc concentrate purchased 
from Bulgaria at prices below the Bulgarian export price.* Until 1953, 
there was no explanation of the “single principle” of pricing which 
would cover both these cases. However, it was stated in 1953 that: 
(1) all prices are fixed in the trade agreements, and may be altered only 
after a year or more has elapsed; and (2) each exporting country 
charges the same prices to all other bloc countries.° 


*See the review of Z. V. Atlas’ “Strengthening of the Monetary Systems of the USSR 
and the People’s Democracies” by Gusakov, in Finansy i Kredit SSSR, No. 1, 1952, and 
a later article by Atlas, “Some Problems in the Theory of Soviet Money,” in Voprosy 
Ekonomiki, 1953, VI, No. 7, 33-35. 

* Korolenko, Voprosy Ekonomiki, op. cit., p. 27; Paromov Voprosy Ekonomiki, op. cit., 
p. 41; Shkarenkov, Planovoe Khozyaistvo, op. cit., p. 62; A.S., op. cit., p. 75. 

* New York Times and Herald Tribune, April 24, 1950 summarize a series of articles 
from Belgrade paper Politika on this subject. 

* Dudinski, “The Strengthening and Development of the World Democratic Market,” 
Voprosy Ekonomiki, 1953, VI, No. 6, 54. 
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Although there is no indication how the “uniform price” charged by 
each exporter is calculated, the payments procedures suggest that each 
bloc country sells to others on the general basis of its own internal 
wholesale prices, converted into clearing rubles at the official exchange 
rate.*® Since the price structures of the various Soviet bloc countries 
differ, and since the exchange rate need not reflect a purchasing power 
parity, each country will have its own export prices. Transferability 
of clearing ruble balances would then mean that a country could pur- 
chase in the countries with the lowest prices (in clearing rubles). Since 
the Soviet Union, in particular, is generally reported to charge high 
prices for its exports, it would then be forced to reduce either its im- 
ports from the satellites, or its export prices if it wished to retain a 
trade balance.” 

The absence of a corrective mechanism is stressed by Soviet bloc 
writers, who emphasize that the movement of goods in international 
trade is independent of price and exchange rate changes,”* so that even 
if the authorities were to permit these to change, the flow of goods 
would be unaffected. If changes in price reflecting changed demand or 


* An enterprise or organization selling to a foreign enterprise or organization within the 
Soviet bloc draws a draft on the foreign importer, deposits the draft in the bank, which 
extends an advance to the exporter while the draft is in process. (Petkov, “International 
Settlements,” Finansy i Kredit (Sofiya), No. 3-4, 1951, pp. 55-60; Polyakov and Truben- 
kov, op. cit., p. 28.) This procedure is the same as that used in internal transactions and 
suggests either that the exporter receives the same price that prevails internally, or that the 
export price is derived by some simple and automatic adjustment to the internal price. 
The available information suggests that the skulduggery which takes place in intrabloc 
trade is macroeconomic rather than microeconomic, so that manipulation of the prices in 
individual transactions has probably been unnecessary since the early postwar period, 
before the consolidation of Soviet power over the satellite governments. In any case, 
explicit multiple-rate practices seem not to be used in the Soviet bloc. 

In addition, agreements have been reached on standard freight rates on all trade 
within the bloc. (Klochek and Viryasov, “Economic Collaboration of the Countries in the 
Camp of Socialism,’ Vneshnyaya Torgovlya, 1952, XXII, No. 2, 8.) The agreement was 
concluded in November 1951. Petkov (op. cit., p. 44), says that rates are quoted in rubles, 
suggesting that payments for freight are automatically included in the bilateral clearing 
accounts. There is also a set of terms for contracts in international trade. (Cheklin and 
Korolenko, “Economic and Trading Treaties and Agreements of the USSR with the 
People’s Democracies,” Vneshnyaya Torgovlya, 1951, XXI, No. 11, 22-23. 

* “Exchange rates have no influence on internal prices, and internal prices have no 
effect upon the exchange rate (or parity). The consequence of subordinating the prices 
of imported goods as well as the prices of exported goods to economic plans is that the 
influence of the exchange rate and foreign prices upon internal prices disappears. . . . 
Since socialist money is not a means of international payments and since the exchange 
rate has no effect on commodity imports and exports or on the level of internal prices, 
the relation between the exchange rate and internal prices is completely broken, and there 
is therefore no connection between the balance of payments and the value of socialist 
money. Even if a socialist country were permitted in its plan for foreign trade turnover 
to accumulate a passive balance of payments which would be settled in gold and foreign 
exchange reserves this would have no effect on the value of its own money.” Alfred 
Siebeneichen, op. cit., p. 119. 
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supply were to occur, they would tend to lead to new equilibrium, as the 
theory of international trade tells us. However, prices do not in general 
react to changes in market conditions in Soviet-type economies. The 
participants in clearing agreements have an interest in obtaining as high 
prices (in clearing rubles) as possible for their exports, or as low prices 
(in clearing rubles) as possible for their imports.’* They also have an 
interest in maintaining a debtor position. Such a trade deficit might 
indeed lead to a reduction in the country’s holdings of foreign exchange 
(mainly clearing rubles), but, by increasing internal availability of 
goods, it would facilitate the execution of internal plans. In monetary 
terms, the deficit would increase budgetary funds in relation to the 
money supply, as imported goods were sold to domestic enterprises; and 
the execution of budgetary programs, which are the heart of Soviet bloc 
construction plans, would therefore be facilitated. 


II. Planning the Volume of Imports and Exports 


Imports and exports of each commodity, as fixed in the commodity 
lists in the bilateral trade agreements are commitments to buy and sell, 
and not simply to license trade. On the other hand, the foreign trade au- 
thorities must buy goods destined for export and sell goods of foreign 
origin within their own country. Both as commitments to foreign coun- 
tries and as internal transactions, imports and exports become part of the 
economic plans of the trading countries. 

Foreign-trade planning has been gradually developed since about 
1949. Long-term trade agreements were first negotiated in 1948 be- 
tween the USSR and its satellites, coinciding roughly with the establish- 
ment of satellite long-term economic plans.** A “Council for Economic 
Mutual Assistance” (CEMA) was established in January 1949.° An 


* “Tn clearing agreements one of the countries may receive credit. To the extent that it 
can do so the debtor country is in a favorable position, since it can make payments in goods 
little needed by the creditor country. In clearing agreements, exchange rates are fixed. 
When one of the countries (for instance, Fascist Germany) succeeds in raising the rate 
on its currency, it thereby has the economic power to purchase additional goods offered 
by other countries. Its aim in so doing will be to raise imports in relation to exports thereby 
bringing in goods purchased from the contracting country at low prices.” Petkov, op. cit., 
p. 54. The reference to “Fascist Germany” is probably “insurance” by the author, so that 
he will not be accused of imputing evil designs to the USSR, which had appreciated its 
currency in March 1950. In the Soviet bloc context, “raising the rate on currency” means 
raising the clearing-ruble prices of exports. 

*Long-run plans prepared as late as the Czech Five-Year Plan (August 1948), how- 
ever, contained no serious consideration of foreign trade problems. 

* Soviet bloc economic literature mentions the Council regularly, but gives no idea 
of its structure and functions. From the literature cited in this article, a guess might be 
made that CEMA administers the international features of the allocations system of the 
bloc. CEMA, however, deserves, in this article, at least the passing mention it receives in 
the bloc. In economic terms, of course, it does not matter whether CEMA or some other 
body makes the arrangements necessary to international allocations. 
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important revision of Soviet trade policy formulated by the Soviet 
Minister of Foreign Trade in late 1949 said that: 


. .. there has been a change in the function of the [Soviet] foreign trade 
monopoly in its dealings with the people’s democracies. It does not have 
the function of defending the Soviet economy, but is a means for a 
planned binding together of the Soviet economy with the economies of 
the people’s democracies.*® 


The coordination of satellite foreign trade and economic planning re- 
quired a complicated reorganization of their internal distribution sys- 
tems:*” (1) wholesale trade was nationalized by the end of 1949; (2) 
at first, there was a variety of wholesaling organizations, some of them 
handling many commodities, and most subordinated to Ministries of 
Internal Trade; (3) beginning about 1950 allocations plans (in Soviet 
bloc terminology “materials balances”)’* began to be prepared; (4) 
wholesaling functions were later transferred to specialized supply and 
sales administrations of production Ministries; and (5) special units to 
plan and supervise the Ministerial distribution systems were established 
in 1951-1952 under the jurisdiction of the satellite cabinets.’® 

The satellite wholesale distribution systems thus came to resemble 


that of the Soviet Union, where a flow chart (“materials balance’) 


** Mikoyan, “The Great Architect of Communism,” in Vneshnyaya Torgovlya, 1949, 
XIX, No. 12, 143. The formulation given here has recurred in Soviet literature since that 
time. A Czech article, published in }.ter 1949 emphasized the subject of over-all Bloc 
planning: “Economic cooperation of the (CEMA) members . . . is not limited to the 
exchange of goods. . . . These countries will offer far-reaching technical aid in all branches 
of the economy, will coordinate their economic plans, establish a joint investment program, 
begin joint output programs, coordinate industrial output, all from the point of view of 
setting up a division of productive forces according to the requirements of the country 
and its natural and historical conditions.” Pitra, “Economic Collaboration,” Planovane 
Hospodarstvi, 1949, II, No. 6, 143 (italics added). Soviet bloc literature before the end 
of 1949 says only that trade aids in the fulfillment of individual national plans. 

"The writer has omitted, for reasons of brevity, a chronology of the process in 
Czechoslovakia, East Germany and Poland, which he is prepared to provide on request. 
The Rumanian materials-balance system is described by Moldoveanu, “Some Problems 
of Planning and Material-Technical Supply in the National Economy,” Probleme 
Economice, V, No. 6-7, 1952. 

*In what follows, the word “material” will be used in the sense in which it is used 
in Soviet bloc economic literature. A material may be a raw material (cotton), fuel 
(coal), building material (cement), semifabricated goods (pipe, structural steel, wire, etc.), 
or even finished goods (boilers, electric motors). The important features about a material 
are that it is homogeneous, produced in large numbers, and is used by a considerable 
variety of users, or for a considerable number of purposes. 

*In the USSR the corresponding agency from mid-1948 until March 1953 was Gossnab, 
the State Committee on Material-Technical Supply. Since the latter date, there has been 
some reorganization of the wholesaling system, and Gossnab was abolished and its func- 
tions transferred to the State Planning Committee. Details are not yet available as to 
the importance of these administrative readjustments. 
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indicates the sources from which and the amounts in which each user 
is supposed to obtain his supply of each allocated material. The ma- 
terials balances are plans, which are implemented by supply and sales 
organizations in each producing ministry. Among the participants in 
these transactions are import and export agencies of the Ministry of 
Foreign Trade. Wholesalers usually act as brokers, instructing plants 
to make deliveries, but sometimes they purchase on their own account, 
or simply review the plants’ orders to make sure that the allocations 
plan is being observed.” 

To prepare such a flow chart, it is necessary to have a means for de- 
termining the amount of materials which a given plant “should” obtain. 
Under Soviet practice, coefficients relate output of particular plants to 
inputs of particular materials, and the system is, in this sense an “input- 
output” approach to allocations.”* 

Soviet bloc writers claim that the materials-balance system is an un- 
ambiguous method of measuring import requirements or export availa- 
bilities. If there were in fact a unique linear relation between output 
and materials requirements in each industry, a comparison of the out- 
put plans of the finished-goods industries with the industries supplying 
them with materials would make it possible to determine, by simple 
arithmetic, the country’s surplus or deficit in these materials. 

Alternatively, the output of finished goods, and the amount of im- 
ports and exports of various materials could be planned for given levels 
of materials output. At some set of clearing-ruble prices, it would then 
be possible to determine the level of materials output for which foreign 
trade, valued in clearing rubles, would balance. Finally materials output 
and a foreign-trade-balance requirement could be used to fix the output 
plan for finished goods. 

Needless to say, the materials-balance system will be successful only 
to the extent that output plans are fulfilled, and that the distribution 
of this ouput proceeds along lines laid down by the balance. In fact, 
of course, deviations from plan as well as changes in plans themselves 
disrupt the smoothly functioning system just described. The following 

* This system is not to be confused with the wholesale operations conducted by the 
Ministries of Internal Trade of the various countries: These purchase consumer goods 
from the wholesale organizations of producing ministries, and resell them to the retail 


network. The materials allocations system, in contrast, relates to capital-goods industries, 
and to the procurement functions of consumer-goods industries. 

"It differs, however, in two respects, from that used in the United States (e.g., 
W. W. Leontief’s Structure of the American Economy, Cambridge, 1941). First, it is 
based upon engineering data designed for optimum conditions in a given plant, rather than 
upon average performance data on an industry-wide basis. Second, it does not necessarily 
suppose that there is a price equilibrium for the economy as a whole, whereas the 
Leontief system was originally designed to indicate a unique relationship (of the Wal- 
rasian type) between the prices and the quantities produced in a market economy. 
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section will endeavor to provide some economic explanations of the 
actual discrepancies which may exist between plan and reality. 


III. Critique of the Materials-Balance System 


Economists outside the Soviet bloc will conclude that the materials- 
balance system is probably not “efficient,” i.e., the Soviet bloc countries 
could increase their productivity, on existing resources, by using com- 
parative advantage criteria, rather than input-output criteria to deter- 
mine their trade programs. Under the materials-balance system, an 
importing country may pay more (or less) for its imports than it would 
if it increased its internal production; there will be no necessary tend- 
ency toward equalization of internal and import prices (except in the 
trivial sense that taxation and subsidies may equalize them), so that 
there will be no necessary tendency for countries to specialize in pro- 
ducing those types of goods for which they have a comparative ad- 
vantage. These considerations will be familiar to readers of this article, 
and no great emphasis need be put upon them. 

Instead, discussion will center upon three technical questions which 
are left unanswered by the materials-balance system: (1) how can the 
total trade, as fixed by materials-balance methods, be allocated among 
individual trading partners; (2) how can countries select the industries 
which will be developed for export purposes (or to decrease import re- 
quirements); and (3) what limitations have been found to the applica- 
tion of input-output coefficients in economic planning? 

In view of the absence of statistical information, the answers to these 
questions can only be given in the form of theoretical hypotheses de- 
veloped by the application of ceteris paribus assumptions to an institu- 
tional structure to which such methods have rarely been applied. The 
two major assumptions are: (1) that producing and distributive enter- 
prises, although state-owned, may be treated within certain limits as 
decision-making economic entities; and (2) that operations of the fiscal, 
monetary and administrative control agencies in Soviet-type economies 
are not necessarily mutually consistent, and do not necessarily lead to 
the achievement of government aims. The resulting hypotheses, as is so 
often the case, may justly be criticized as oversimplifications of compli- 
cated economic processes. They are nevertheless tentatively advanced 
since they do appear to provide a connecting link between generally ob- 
servable phenomena of repressed inflation, on the one hand, and diffi- 
culties in the enforcement of direct controls (including those over for- 
eign trade) on the other, which Soviet bloc authorities have lamented 
in their press. 

1. The materials-balance system cannot allocate trade among indi- 
vidual trading partners, as it determines only total imports and exports. 


‘ 
‘ 
‘ 
J 
‘ 


AMES: INTERNATIONAL TRADE—THE SOVIET BLOC 799 


The regional allocation of trade within the bloc is based mainly upon 
the political and economic dominance of the USSR. Politically, the 
satellites give first priority to trade with the USSR, and second priority 
to trade among themselves, leaving East-West trade as of least im- 
portance. This priority scheme has important economic consequences. 
The USSR becomes the sole exporter of many important commodities, 
ranging from raw materials such as cotton, iron ore, manganese ore, 
etc., through heavy industrial equipment such as blast furnace and roll- 
ing mill equipment. In some cases, such as bauxite and petroleum, the 
USSR controls the bloc supply through its joint ownership of satellite 
productive supply (in Rumania and Hungary and formerly East Ger- 
many). In other cases, a single satellite will be the only country with an 
exportable surplus (Polish coal, Czech locomotives, etc.). For a con- 
siderable range of products, therefore, there is only one bloc exporter. 
Given the low desirability of East-West trade in the eyes of Soviet bloc 
authorities, the existence of a single supplier of many commodities 
means a virtual monopoly over the Soviet bloc supply. 

The bilateral trading system reinforces the Soviet monopoly in many 
materials. Some features of this system have been easy to trace, as the 
importance of this trade has increased. The contents of trade agree- 
ments seem to be determined unilaterally by the Soviets, and export 
obligations to the USSR receive high priority in the satellites. New 
industries have been created and existing industries diverted to meet 
Soviet contracts. Soviet purchases also furnish a pretext for the presence 
of large economic missions in the Soviet embassies and Soviet advisors 
and inspectors in satellite industry collecting economic data and exer- 
cising varying degrees of influence on production processes. 

The trading system also involves more subtle controls. Soviet litera- 
ture stresses (1) bilateral balancing; (2) satellite dependence upon the 
USSR; (3) integration of trading agreements with satellite long-run 
plans; and (4) rigid scheduling of deliveries under the clearing agree- 
ments.** The Soviet Union ships mainly raw materials and capital goods 
to the satellites, receiving in exchange mainly finished goods other than 
capital goods. Since the satellites depend on the USSR for many ma- 
terials, the greater their own output and investment the greater must be 
their imports from the USSR. If the Soviet Union falls behind in its 
deliveries, output and investment in the satellites must drop below plan 
or may even decline. Equally important, satellite shipments to the 
USSR will drop as satellite output drops, since satellite exports are 
in part processed Soviet materials. The Soviet Union, by selectively 

*Ivanov, “The Development of the Economies and Foreign Trade of the People’s 


Democracies,” Wneshnyaya Torgovlya, 1949, XIX, No. 10, 6; Klochek and Viryasov, 
op. cit., p. 5. Paromov, op. cit., p. 38. 
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cutting down its deliveries of particular materials to the satellites could 
selectively restrict satellite output without building up any substantial 
payments deficit. Soviet output, on the other hand, would not suffer, 
since it does not depend to any great extent on imported materials. 

Should a satellite fall behind in its deliveries, the USSR may threaten 
to suspend shipments of raw materials as a practical means of forcing 
compliance. Since the satellites probably have small reserves of Free 
World exchange, and since their own raw materials supplies are limited, 
a failure of the USSR to make deliveries might mean a nonfulfillment of 
satellite plans. Such a failure is an important internal political matter. 
Foreign trade as well as domestic planning authorities must therefore 
adjust themselves to current deliveries of the USSR. 

2. The materials-balance system will not in itself provide an answer 
to planners deciding which industries to develop for export or import- 
replacing purposes. It will, in principle, permit a country to determine 
its imports or exports given a particular productive structure, but it 
will not indicate the sectors of the economy where investment should 
be concentrated. 

To some extent, capital movements have served as a means of direct- 
ing the investment programs of the individual bloc countries. In the 
past, reparations schedules have probably been of considerable impor- 
tance in determining the course of industrialization in East Germany, 
Hungary and Rumania. Since reparations were in kind, and since com- 
modity lists were specified, the USSR could effectively control the 
course of development of these countries by specifying the reparations 
schedules. Hungarian reparations payments stopped in early 1953, and 
East German payments at the end of that year. Rumanian payments 
will probably soon be completed. 

These same countries have also been subject to direct Soviet inter- 
vention through Soviet ownership and domination of industrial corpora- 
tions in these countries. The expansion programs of the important in- 
dustries monopolized by these corporations are thus under direct Soviet 
supervision. There has been considerable reduction, however, in Soviet 
interests abroad in recent years, so that this element of direct control 
over investment is decreasing in importance. 

At present, the principal form of international capital movement 
within the bloc is the medium-term loan program of the USSR, and to a 
minor extent that of Czechoslovakia. These loans in both cases are 
typically granted on a project basis in order to finance the purchase of 
specified lists of equipment (the construction work itself being ordi- 
narily financed in the local currency).”* The loan terms ordinarily 


* They should not be confused with gold loans granted in the immediate postwar period 
to enable the satellites (especially Poland) to make purchases in the Free World. 
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specify that repayment is to be made from the output of the finished 
plant. The terms thus suggest that the loans are made in cases where the 
plant is being built mainly to satisfy Soviet materials requirements 
rather than those of the borrower. If so, the conclusion could be drawn 
that the loans represent direct Soviet intervention on behalf of projects 
which would not normally be of high economic priority for the bor- 
rower. In this sense, the loans would be a form of Soviet control over the 
direction of satellite industrialization as well as over its magnitude. 

However, it is not yet possible to determine whether any economic 
mechanism comparable to the materials-balance system now coordi- 
nates (in theory or in practice) the investment programs of the satel- 
lites. It is known, of course, that within the USSR investment decisions 
are certainly not made on the basis of any overt marginal considera- 
tions,** and it must be presumed that the same is true of the satellites. 
To some extent balances of particular items of equipment can have an 
effect on construction plans, but this effect must probably be relatively 
small. There is no clear evidence suggesting economic mechanisms co- 
ordinating investment programs. In this sense, the bloc cannot be con- 
sidered as an economic system; it must be coordinated by political 
agreements. 

3. The limitations to the materials-balance system can best be seen 
in financial terms. These may be first considered at the level of the indi- 
vidual Soviet bloc enterprise.” 

The allocations system deals with the receipt of raw materials by a 
plant, and the distribution of the finished goods of a plant. It, does not 
control the flow of materials within the plant. A plant wishing to cir- 
cumvent the allocations program will try to keep both finished-goods 
and materials inventories small relative to goods in process. Since an 
increase in goods in process is a part of the gross output of the plant, 
such a policy does not interefere with the completion of the output plan, 
although it will of course tend to hold deliveries of finished goods be- 
low plan. 

The plant has several incentives to carry out such a manipulation. If 
it anticipates a shortage of a particular material, it can hoard it as goods 
in process, while maintaining purchases at a high rate so that there 
will be some slack in the event of unforeseen shortages in deliveries. 


* See Gregory Grossman’s authoritative study of the discussions of Soviet economists 
on this subject, “Scarce Capital and Soviet Doctrine,” Quart. Jour. Econ., Aug. 1953, 
LXVII, 311. 

*The relation between credit and allocations policy is ordinarily recognized in works 
dealing with credit policy, but not in works dealing with materials balancing. An example 
may be found by a comparison of the Czech articles on allocations cited in footnote 27 
with the article by Okrouhly on short-term credit in Planovane Hospodarstvi, VI, No. 2, 
1953. 
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Similarly, the plant may maintain large inventories of almost finished 
goods so that if pressure is placed upon it to increase deliveries, it can 
do so within a short period by finishing these goods, rather than by ac- 
tual new production. The “goods in process” inventory is thus, from the 
viewpoint of plant administrations, insurance against unexpected short- 
ages and demands by the authorities. 

Suppose, however, that the plant is producing at a constant rate, and 
cannot increase the total volume of its inventories because of a credit 
restriction. In this case, the plant’s purchases of materials might seem 
to be closely related to its output, since total inventories are not varied. 
However, this is certainly not true in the short run. The plant could, 
for instance, run down its goods in process, so as to produce finished 
goods without using any materials at all; or it could use large amounts 
of materials by building up its goods in process without actually trans- 
ferring anything to the finished-goods or goods-shipped accounts. 

If, on the other hand, the plant is increasing its output, it will usu- 
ally receive authorization to increase its inventories, too, so as to permit 
uninterrupted production. In order to increase inventories, its purchases 
of materials must increase more than its output, at least for a time. 
Similarly, if output is decreasing, materials purchases should drop more 
than output. In other words, a simple linear input-output assumption 


will not necessarily yield the practical results which planning authorities 
want, and will probably not do so in the short run.” 

It is clear from the long and tedious literature on the “scientific” 
determination of norms that the lack of incentive on the part of plant 
managers and the ambiguity of the term “output” have made it difficult 
to obtain adequate norms for materials requirements at the plant level.”’ 


** An illuminating discussion of the incentives of Soviet managerial personnel is given 
by Joseph Berliner, “The Informal Organization of the Soviet Firm,” Quart. Jour. Econ. 
(Aug. 1952), LXVI, 342. 


* Konstantinov, “Economic Planning in the European People’s Democracies,” Planovoe 
Khozyaistvo, No. 1, 1951, pp. 57-59, cites Czech and Polish deficiencies in setting up such 
norms; Shkarenkov, op. cit., p. 70, indicates that a start had been made in establishing 
them during 1951; but Krylov, “Economic Planning in the European People’s Democ- 
racies,” Planovoe Khozyaistvc, No. 4, 1952, pp. 74-75, implies continuing difficulties in 
setting up adequate norms in Poland, Hungary and Bulgaria. More recently, the state of 
the norms was attacked in Czechoslovakia (Moravec and Horalek, “The New Method 
of Preparing the Plan for Material-Technical Supply,” Planovane Hospodarstvi, VI, No. 
7-8, 1953; Krazan, “Some Remarks on the Organization of Material-Technical Supply, 
Planovane Hospodarstvi, V1, No. 9-10, 1953; and the decree of September 8, 1953 on 
improving the allocations system in this latter issue); East Germany (see numerous 
speeches of Vice-Premier Rau, notably on October 31, 1951 and February 6, 1952 to 
the People’s Chamber, and on May 16, 1953 to the Central Committee of the Socialist 
Unity Party); Poland (see the speech of Prime Minister Bierut of June 14-15, 1952 to 
the Central Committee of the Polish Communist Party); and Rumania (Moldoveanu, 
op. cit.). 
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IV. Credit and Money in Relation to Foreign Trade 


From an aggregative point of view, the allocations system will not 
always ensure the execution of export plans.** This failure cannot be 
ascribed (as in other countries) to a lack of demand by trading part- 
ners, since trade agreements are firm commitments to purchase. Nor 
can it be ascribed to nonfulfillment of over-all industrial plans, since 
total industrial output (which, as noted, may differ from completion 
of finished goods) has generally been close to targets. Rather it seems 
to result from too great internal absorption of goods by exporting coun- 
tries, so that export authorities cannot obtain goods for export, in spite of ' 
the materials-balance plan. 

Not all failures of export plans can be explained in this way. Exports 
of unprocessed agricultural products have undoubtedly been affected 
by the alternation of good and bad harvests in Danubian countries in 
recent years. Exports of individual commodities may be affected by 
various special problems.*® However, there are cases of general under- 
exporting apparently because of excessive internal demand. Since prices 
cannot vary, changes in demand must lead to shortages or unsalable 
stocks; and indeed, despite steady increases in satellite industrial out- 
put there have been clear tendencies toward persistent shortages in all 
of these countries. 

To a considerable extent the materials-balance system was estab- 
lished in response to internal distribution problems. The literature on it 
stresses the need for reducing materials consumption. However, these 
consumption and distribution difficulties also coincided with excessive 
credit expansion,*® when enterprises buy or hold more inventories than 
they “should”; and when everyone, including the exporting authorities, 
has trouble purchasing planned amounts of goods. 

A decrease in exports resulting from an internal credit inflation will 
probably not lead to an adverse balance of trade, since the amount of a 


* For example, during 1953, Hungarian export performance was repeatedly criticized 
(Szabad Nep, February 7, June 2, June 10, December 29; Nepszava, February 20, April 
13, September 23, October 7; Esti Budapest, September 16, October 29). In early 1953, 
Czechoslovakia had similar difficulties (see speech of Deputy Minister of Foreign Trade 
Kocour, February 28, 1953, and Neue Zuericher Zeitung, February 10, 1953). 

For instance, a factory producing many products measures its gross output (and 
hence plan fulfillment) on the basis of a set of price weights differing from its current 
costs or selling prices. It may then complete its output plan by concentrating its efforts 
on a few items weighted heavily in the output index, at the expense of others. 

* Excessive credit expansion was under attack in Czechoslovakia (Okrouhly, op. cit.) 
and Hungary (Szabad Nep, April 7, 9, 10, August 3; Nepszava, April 13, August 4, 1953) 
at the same time that the export difficulties mentioned above were being aired. It has been 
a persistent problem in the satellites generally (see the writer’s “Soviet Bloc Currency Con- 
versions,” Am. Econ. Rev., June 1954, XLIV, 339-54. 
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country’s imports is limited by the amount of its exports and the size 
of the swing credits provided for in the trade agreements. If for no 
other reason, there will not be the standard corrective mechanism of 
reserve outflow and credit contraction observable in pure gold standard 
conditions. On the other hand, under certain conditions, international 
transactions could be a brake on credit inflation. If, for instance, a drop 
in exports resulting from credit inflation means a drop in materials 
imports, enterprises may have to reduce inventories as a means of keep- 
ing output rates at planned levels. The practical importance of this 
possibility cannot be judged at this distance. 

In any case, there are both theoretical and empirical grounds for 
asserting that under Soviet bloc conditions credit expansion may pre- 
vent completion of export plans despite the existence of elaborate direct 
controls. 

Capital movements and transfers, and also the absence of a single 
set of prices in the Soviet bloc trading area have important conse- 
quences upon internal transactions of a Soviet bloc country. Thus, 
international trade has an active, as well as a passive role to play in 
the economy of these countries. 

Capital movements—both transfers such as reparations or the Soviet 
share in the profits of joint corporations and transactions arising from 
loans—are of course the offsetting items to export or import surpluses.” 
In the main they are planned, but of course the failure of a country to 
complete its deliveries under bilateral trade agreements will mean an 
unplanned credit balance and capital export by its partners. These un- 
planned credits may have to be funded at the end of the year if the 
reasons for the trade imbalance have not been corrected, and they will 
therefore enter into later financial plans. 

The planned capital movements seem typically to be intergovern- 
mental agreements, and they will therefore be items of government in- 
come (expenditure) for countries with capital imports (exports). To 
the extent that the government attempts to balance its budget without 
recourse to borrowing from the central bank, a change in capital move- 
ments will affect the government’s other spending and taxes. If, on the 
other hand, the government allows the international capital movement 
to be offset by changes in bank credit, the effects will presumably be of 
the sort indicated in the discussion of bank credit given above, with 
capital exports accentuating, and capital imports relieving scarcities 
within the economy. This aspect of Soviet bloc finance is formally the 
same as that in other countries. 
“The export or import surpluses being defined in rubles, the local currency equivalent 


will vary with the exchange rate. The writer has attempted an analysis of Soviet bloc 
exchange rates in Rev. Econ. Stat., Nov, 1953, XX XV, 337-42. 
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Since the local-currency equivalent of clearing-ruble prices does not 
necessarily equal the internal price,** an internal financial subsidy to or 
profit from foreign trade operations may arise. An export surplus in 
the clearing accounts established under trade agreements should not 
necessarily be taken to mean that the value of the country’s exports 
exceeds that of its imports, when these are valued at internal prices. It 
is theoretically possible, in fact, for a country to be exporting (import- 
ing) capital because of a planned export (import) surplus in the clear- 
ing accounts at a time when the Ministry of Foreign Trade has a sur- 
plus (deficit) in its dealings with domestic enterprises because the 
value, in internal prices, of imported goods is greater (less) than the 
value of exported goods. 

If clearing-ruble prices were the same as internal prices, the Ministry 
of Foreign Trade of a Soviet bloc country would have no profit or loss 
(apart from office expenses), since it would buy and sell internally and 
abroad at the same set of prices. However, it will presumably have a 
profit or loss since these sets of prices may differ. The amount of this 
profit or loss will depend upon the exchange rate, upon the nature and 
amount of the differences between internal and international prices, 
and upon the volume of trade. 

The profit or loss of the Ministry must presumably be offset either 
by budgetary funds or changes in central bank credit to the Ministry. 
The consequences of these two possible methods of financing are the 
same, of course, as those discussed in connection with capital move- 
ments. 

Foreign trade operations, then, will affect the amount of money held 
by individuals and enterprises who buy imported goods and sell ex- 
ported goods. If there is an export (import) surplus (when goods are 
valued at domestic prices), foreign trade will add to (subtract from) 
their monetary resources, and will thus affect purchasing power and 
current demand. The budgetary and banking authorities will wish to 
add to, or offset this change, depending upon the capital movements and 
price distortions going on simultaneously, and upon the perspicacity 
of their budgetary and credit policies. These decisions will determine 
the effect which a particular trade program has upon the money supply. 
The size of the money supply will in turn help determine whether the 
amount of goods currently being produced will be distributed according 
to plan, or whether gluts or shortages will take place. It will also help 
determine whether the trade program itself will be realized. 

* As noted above, there is some reason to think that each bloc country receives the 
clearing-ruble equivalent of its domestic prices on its exports, and pays the equivalent of 
its partners’ domestic prices on its imports. If this is true, the following discussion could 


be somewhat simplified, for it is assumed here that neither imports nor exports are valued 
at internal prices. 
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Conclusions 


The Soviet bloc countries differ from others in that there is no tend- 
ency in any country for the price of any one commodity to change when 
the demand for or supply of that commodity, or the price of other com- 
modities, at home or abroad changes. Changes in price are the result of 
administrative decisions, and do not in any direct way reflect changes 
in economic conditions. Although prices play a very different role, 
therefore, than they do in other countries, the Soviet bloc has since 
1949 been moving in the direction of becoming an international eco- 
nomic system having sufficiently clearly defined characteristics to per- 
mit some preliminary generalizations: 

1. There is some division of labor within the Soviet bloc. A country’s 
imports and exports, however, do not necessarily depend upon its com- 
parative advantage or upon an equilibrium of demand and supply 
brought about by price adjustments. Instead, they depend upon an 
assumed invariant relation between output of each plant and input 
requirements and upon the results of bilateral negotiation between 
monopolistic trading organizations of unequal bargaining power. 

2. The imports and exports of each commodity in any one country, 
under this assumption, affects and is affected by the production of other 
commodities in all bloc countries. Owing to the relatively small depend- 
ence of the USSR and to the relatively great dependence of the satellites 
on imported materials, the USSR could, without invoking party or 
police discipline (an economic deus ex machina), influence satellite in- 
ternal affairs by manipulating its own foreign trade. 

3. Imports and exports, in practice, will only be at planned levels 
if internal demand and availabilities are at planned levels. Conse- 
quently, increases in internal demand and decreases in internal avail- 
abilities of the kind brought about by unplanned credit expansion can 
affect foreign trade, even though the allocations system in theory should 
prevent such effects. 

a. In a technical sense the weakness of the allocations system is that 
a linear input-output system is very difficult to administer. What seems 
to be an unambiguous relationship turns out not to be, largely because 
output, as a flow, tends in practice to be related to inventory, which 
is a stock. The Soviet bloc authorities seem not to have solved the prob- 
lem of relating the two concepts in any very satisfactory way. 

b. Even if the materials-balance system were adequate to control 
imports and exports at any particular moment, it would not determine 
the allocation of resources going into investment in import-requiring 
or exporting industries. The system thus provides at best a short-run 
equilibrium, with longer-run stability subject to investment decisions 
made without reference to it. 
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c. In an economic sense, the weakness of the allocations system has 
been that the allocations authorities have not recognized the extent to 
which the success of their operations depended upon successful credit 
controls. 

4. The foreign trade program affects the budgetary and credit opera- 
tions of Soviet bloc governments, which finance capital movements and 
must absorb profits or losses arising from the difference between in- 
ternal and foreign prices. The trade program, together with the methods 
of financing used, influences the money supply, and therefore affects the 
demand for goods internally, relative to existing supply. 


EFFECTS OF EXCHANGE RATE ADJUSTMENTS ON 
THE STANDARD OF LIVING 


By WarREN L. 


The analysis presented herein was inspired by Professor Haberler’s 
suggestive comments concerning the “burdens” of eliminating a sub- 
stantial balance-of-payments deficit by an appropriate adjustment of 
the exchange rate.' In connection with his argument that if exchange 
rates were set free to find their equilibrium levels and countries pursued 
internal stabilization policies, balances of payments would be quickly 
equilibrated without great changes in the terms of trade, Haberler re- 
fers to the ‘‘burdens” of such adjustments. He refers to a primary bur- 
den, which arises from the fact that an import surplus provides a coun- 
try with a net amount of goods available for domestic use in excess of 
its own production. If we use the term standard of living to refer to the 
real amount of goods available for domestic use (including consumption, 
investment, and the provision of government services), the primary 
burden will be a reduction in the standard of living by an amount equal 
to the real deficit in the balance of payments. However, the depreciation? 
of the exchange that would be involved in adjusting the balance of pay- 
ments would ordinarily affect the country’s terms of trade, and this 
change in the terms of trade would also affect the country’s standard of 
living. Exchange depreciation may either worsen or improve a country’s 
terms of trade. If it worsens the terms of trade, there will be a secondary 
burden in terms of reduced standard of living to be added to the primary 
burden mentioned above. On the other hand, if depreciation improves 
the terms of trade, there will be a secondary benefit which will at least 
partially offset the primary burden. 

These ideas can perhaps be made clearer by means of a simple numer- 


* The author is assistant professor of economics at the University of Virginia. 

1G. Haberler, “Reflections on the Future of the Bretton Woods System,” Am. Econ. Rev. 
Papers and Proceedings, May 1953, XLII, 84-87. 

2 In the case to which Haberler refers, an improvement in the trade balance would neces- 
sarily involve a depreciation of the currency, since he explicitly assumes that the conditions 
of stability in the foreign exchange market are satisfied, so that a freely fluctuating rate can 
be employed. If the stability conditions are not fulfilled, a freely fluctuating rate could not be 
employed, and governmental pegging of the exchange would be necessary. However, in chis 
case, adjustments in the pegged rate could be used, as envisaged under the International 
Monetary Fund, to adjust the balance of payments, with appreciation of the currency being 
required to eliminate a deficit. Both stable and unstable markets will be considered in our 
analysis. 
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TABLE I.—ILLuSTRATIVE CASES SHOWING BURDENS RESULTING FROM ELIMINATION 
OF A BALANCE OF PayMENTS DEFICIT 


Initial 


Destsien Case I Case IT Case III 


100 100 100 100 
105 100 97 103 
10 12 14 11 
15 12 11 14 
—§ 0 0 0 
1.00 1.00 0.79 1.27 


Primary burden-deficit in 
real terms 5: 
Secondary burden (+) or 
benefit (—) resulting 
from change in terms 
of trade —5 


Net burden (+) or bene- 
fit (—) 0 —3 


ical illustration. Suppose a country’s initial position is as shown in the 
first column of Table I. Here Y is national product or income, E is 
domestic consumption plus investment plus government expenditures 
on goods and services (the standard of living), X is exports, M is im- 
ports, B is the trade balance, and T the terms of trade. Y, E, X, and M 
are expressed in constant dollars throughout the table. The deficit of 5 
permits the country to have the use of 105 of goods while producing 
only 100. Suppose now that an appropriate adjustment in the rate of 
exchange eliminates the balance-of-payments deficit. We assume that 
full employment prevails initially and that the elimination of the deficit 
is accompanied by appropriate domestic monetary and fiscal policies 
which succeed in preserving full employment. For simplicity we shall 
assume, for the moment, that the preservation of full employment 
means that national product valued in constant dollars (Y) remains un- 
changed. 

The last five columns indicate several possible outcomes of an adjust- 
ment of the exchange rate sufficient to eliminate the deficit in the bal- 
ance of payments. The outcomes differ with respect to the terms of trade 
(T),’ and there are accompanying differences in the amount of goods 
available for domestic use (£). 

3 In Case I, the terms of trade are unchanged from the initial situation, since the full ad- 
justment occurs through changes in the physical volume of exports and imports (exports in- 


creased by 2, imports decreased by 3). In Cases II, III, IV, and V, since trade is balanced, so 
that pX —qgM =0 (p being the export price level, g the import price level), the terms of trade 


M 
can be computed from the expression =. 


| casey | 
100 100 
E 105 108 
XxX 10 8 
M 15 16 
B 0 0 
T 1.50 2.00 
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The costs for each of the possible outcomes are classified in the lower 
part of Table I to correspond with Haberler’s distinction between pri- 
mary and secondary effects. In Case I, the terms of trade do not change, 
so that the net burden is equal to the deficit. In Case II, the terms of 
trade worsen, and this imposes an additional burden. In Case III, the 
terms of trade improve, and this offsets part of the primary burden. In 
Case IV, the terms of trade improve sufficiently to offset exactly the 
primary burden (i.e., no change in trade in real terms is necessary, the 
whole deficit being eliminated by price changes). In Case V, the terms 
of trade improve so much as to more than offset the primary burden 
so that the standard of living is higher than originally (7.e., the deficit 
in real terms‘ is larger than it was initially). 

Obviously, there are many possible outcomes. It is the purpose of 
this paper to explore the interrelations existing among the rate of ex- 
change, the balance of payments, the terms of trade, and the standard 
of living to see which ones, if any, can be ruled out and to determine, 
in so far as possible, what conditions are likely to promote particular 
results. 


I. Effects of Exchange Rate Adjustments on Balance of Trade, 
Terms of Trade, and Standard of Living 


In our analysis, we will regard our country as producing two kinds 
of goods, products destined for domestic consumption (Z’) and products 
destined for export (X). Assuming full employment and fixed supplies 
of the factors of production, there will be a transformation function 
showing possible combinations of X and £’ that can be produced: 


E’ = F(X). 


Output of Z’ and X is measured in constant dollars. Additional constant 
increments of X require progressively greater reductions in E’; 7.e., X 
is produced subject to increasing marginal opportunity cost in terms of 
E’. If we assume perfect competition,’ we have: 


dE’ 


If we designate the relative price of exports in terms of domestic goods 
by p(p= we have: 
p = — F(X). 


* J.e., when exports and imports are valued in constant dollars. 
5 If monopoly is present in industries producing for domestic consumption, in the export 
industries, or in both, it can be taken into account by introducing coefficients of demand 
elasticity without affecting the essentials of our analysis. 


dX Pe 
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This is our domestic supply function of exports.* If Z is total goods avail- 
able for domestic use, and M is imports, we have: 


E=E+M. 


Hence, E-M = F(X) 
The complete model we will use in our analysis is as follows: 
E— M = F(X) (1) 
p= — F(X) (2) 
M = ¢(9) (3) 
X = ¢2(p’) (4) 
M = f(7) (5) 
B=pX—qM (6) 
p=rp’ (7) 


(8) 
(9) 


E= goods available for domestic use (the “standard of living’’) in 
constant dollars 

M=imports in constant dollars 

X=exports in constant dollars 

p=domestic relative price of exports 

p’=foreign relative price of exports 

q= domestic relative price of imports 

q’ = foreign relative price of imports 

B=balance of trade in terms of foreign currency 
= exchange rate (price of foreign currency in dollars) 
T=terms of trade 


Equations (3), (4), and (5) represent the domestic demand for im- 
ports, the foreign demand for exports, and the foreign supply of imports, 
respectively. The demand for imports is assumed to depend only on the 


6 If the types of goods a country exports are also consumed at home (as is ordinarily the 
case), the export supply function is the difference between the domestic supply of export goods 
and the domestic demand for such goods, and the elasticity of export supply is a weighted sum 
of the elasticity of domestic demand for export goods and the elasticity of supply of such 
goods. On this, see G. Haberler, “The Market for Foreign Exchange and the Stability of the 
Balance of Payments,” Kyklos (1949), III, 193-218, esp. 207-10; and G. H. Orcutt, ““Meas- 
urement of Price Elasticities in International Trade,” Rev. Econ. Stat., May 1950, XXXII, 
117-132, esp. Appendix I, p. 127. This means, too, that our transformation function connect- 
ing E’ and X reflects not only production possibilities but also demand conditions. 


ra 2 
q 


812 THE AMERICAN ECONOMIC REVIEW 


price level of imported goods relative to domestically produced goods.’ 
Similarly, the foreign demand for exports and the foreign supply of im- 
ports are assumed to depend only on the foreign relative prices of these 
goods.$ 

The reader may be uneasy about the failure to include domestic real 
income as a determinant of the demand for imports and foreign real 
income as a determinant of the demand for exports. It is apparent that 
if an exchange rate adjustment causes changes in real income these may 
produce shifts in import and export demand which may significantly 
affect the variables we are interested in. It would not add greatly to the 
complexity of our problem to expand it into a two-country analysis (the 
“other country” representing the rest of the world). We could add two 
equations defining real national income in each country, valuing the 
components at prices prevailing before the exchange rate adjustment 
(i.e., Y= E+X—WM), and include real income as an additional variable 
in each country’s import demand function. It would also be necessary 
to alter the model very slightly in order to make our treatment of the 
other country parallel precisely our handling of the home country. How- 
ever, when we expand our model in this way, we find that exchange rate 
adjustments do not affect the level of income in either country.? Hence 
all terms involving income effects drop out of the analysis, and we are 
left with results precisely the same as those derived below. Of course, 
this does not mean that exchange rate adjustments do not have income 
effects.’° It merely means that such effects do not show up in an analysis 
carried out at the level of abstraction that we are employing, and pro- 
vides, in the writer’s opinion, some basis for the view that they are not 
likely to be of primary importance. 

In addition to their possible effects on the level of income, exchange 

7 By reasoning analogous to that noted in footnote 6, the domestic demand for imports 
(equation (3)) is the difference between the domestic demand for the types of goods imported 
and the domestic supply of these goods (to the extent that they can be produced at home), 
and the elasticity of demand for imports is a weighted sum of the domestic elasticities of de- 
mand for and supply of these goods. Similar statements hold concerning the foreign demand 
for exports and foreign supply of imports, though this matter does not concern us much here. 

8 We assume throughout that price levels at home and abroad remain constant, or change 
in the same proportion. If the domestic price level changes relative to the foreign price level, 
this is a substitute for an adjustment in the exchange rate—+.e., a rise in foreign prices relative 
to home prices is equivalent to a depreciation of the exchange. Under a gold standard or other 
system of fixed exchange rates, x could be regarded as a multiplier relating domestic and for- 
eign price levels. Changes in x would then represent relative domestic inflation or deflation. 

® That is, dY/dr=0. It is worth noting that if, for either country, the average degree of 
monopoly prevailing in industries producing goods for home use differs from that prevailing 
in the export industries (see footnote 5, supra), the income of that country is affected by an 
exchange rate adjustment. We will not consider this possibility. 

10 For example, real income may be affected if the supplies of the factors of production, in- 
stead of being fixed as we are assuming, depend upon their prices, or if the concept of real in- 
come is refined to reflect welfare effects resulting from induced changes in the valuation of 
particular goods (see footnote 13, infra). 
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rate adjustments are certain to cause changes in the internal distribu- 
tion of income, both in the country making the adjustment and in other 
countries. For example, an exchange depreciation which improves the 
balance of payments will increase the incomes of exporters and decrease 
the incomes of importers. If the magnitude of this effect is large and ‘f 
these two groups have different income elasticities of demand for im- 
ports, the results of the depreciation may be significantly affected. More- 
over, an exchange rate adjustment will ordinarily necessitate some do- 
mestic readjustments. For example, an exchange depreciation which im- 
proves the balance of payments necessitates the release of resources 
from the production of domestic consumption goods, investment goods, 
or government services in order that such resources may be used to pro- 
duce additional goods for export or as substitutes for imports. Various 
combinations of monetary and fiscal measures may be employed to fa- 
cilitate the release of resources, and the results of the exchange deprecia- 
tion will depend to some degree upon which combination is chosen." For 
instance, if most of the country’s imports are wage goods, the effective- 
ness of the depreciation will be enhanced if the domestic measures taken 
to release the resources are such as to reduce primarily the incomes of 
the working class (e.g., increase in lower-bracket income taxes).” 

We will make no attempt to allow for differential effects arising from 
changes in income distribution caused by the exchange rate adjustment 
or by the domestic measures which accompany it. This amounts to an 
assumption that the income elasticity of demand for imports (both in 
the home country and abroad) is the same for all income groups. If 
income is significantly redistributed and if income elasticities differ ap- 
preciably, modifications in our analysis will be called for. 

Our model contains nine equations and nine unknowns. We will treat 
the rate of exchange, 7, as a variable that can be manipulated by the 
makers of foreign economic policy. We are interested in the effect of ex- 
change rate adjustments on the balance of payments (B), the terms of 
trade (7), and the standard of living (£). Our procedure, then, is to 
differentiate all the equations of our model with respect to 7 and solve 
for dB/dx, dT /dr, and dE/dr. If we do this and translate our results into 


1 Some degree of inflation may also be utilized to bring about the release of resources by 
reducing the real incomes of those groups whose money incomes do not adjust to changes in 
the price level. However, to the extent that inflation results in a rise in the general price and 
cost structure of the economy, it will cancel the effects of the exchange depreciation and a 
greater degree of depreciation will be required than would have been necessary had steps 
been taken to prevent the price level from rising. 

2 An extensive discussion of the alternative domestic policies to accompany an exchange 
rate adjustment is outside the scope of the present paper. Such a discussion might well utilize 
the “income-absorption” approach suggested in S. S. Alexander, “Effects of a Devaluation 
on a Trade Balance,” Internat. Monetary Fund Staff Papers, Apr. 1952, II, 263-78. Although 
Alexander recommends this approach as a substitute for the “elasticities approach” used in 
this paper, the writer is more inclined to regard the two approaches as complementary. 
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terms of elasticities of demand and supply, we obtain the following re- 
sults: 


dB « —1) | Mdn(sm + ~), (10) 


dn + Sm 


din Sis 
dT = ), (11) 
Sin Sz + d, 


Xs,d, MdaSm 
dE = — + 
S+d, dats 


(12) 


where: 


d,=elasticity of foreign demand for exports, 
s,=elasticity of domestic supply of exports, 
d,,= elasticity of domestic demand for imports, 
Sm=elasticity of foreign supply of imports, 
k=dr/x=change in exchange rate as a percentage of its initial value. 
(k>0O for exchange depreciation; k <0 for appreciation.) 


In deriving these expressions, currency units are so defined that r=1 
initially, and the initial situation is used as the base of the index num- 
bers, so that p=q=p’=q’=1. The signs of the demand elasticities, 
which are algebraically negative, have been changed throughout this 
paper, and, with this modification, it will be assumed that all elasticities 
of demand and supply actually are positive (i.e., that they lie between 
0 and 

These three expressions indicate the effect on the balance of trade, 
the terms of trade, and the standard of living’ that will be produced by 
a change in the exchange rate in the proportion & of its original value. 
(10) is a familiar expression for the responsiveness of the balance of pay- 
ments to a change in the exchange rate." If this expression is positive, 


18 Tt should be noted once more that we are using the term “standard of living” as a short- 
hand expression for the volume of goods available for domestic use priced at the prices pre- 
vailing before the adjustment of the exchange rate. It is admittedly only an approximation 
(possibly a very rough one) to the welfare effects of the depreciation since it takes no account 
of the induced changes in the domestic valuation of different types of goods that occur when 
the quantities of them available are changed as a result of the depreciation. However, it is a 
reasonably objective, measurable magnitude which might be of considerable significance to 
policy makers, and this is our excuse for working with it rather than attempting to introduce 
some concept of welfare directly into the analysis. 

4 This expression is the same as that given in S. S. Alexander, ‘Devaluation Versus Import 
Restriction as an Instrument for Improving Foreign Trade Balance,” Internat. Monetary Fund 
Staff Papers, Apr. 1951, I, 394. It differs from the relation shown in J. Robinson, “The Foreign 
Exchanges,” in Essays in the Theory of Employment, 2d ed. (Oxford, 1947), pp. 134-55, re- 
printed in Readings in the Theory of International Trade (Philadelphia, 1949), pp. 83-103, be- 
cause Mrs. Robinson’s expression relates to the change in the trade balance in terms of do- 
mestic currency, whereas (10) relates to the change in the balance expressed in foreign cur- 
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exchange depreciation will improve the trade balance, and the foreign 
exchange market will be stable under a regime of freely fluctuating ex- 
change rates. If it is negative, depreciation will worsen the trade bal- 
ance,!® and the foreign exchange market will be unstable under freely 
fluctuating rates. 

Our chief purpose is to study the relations among these three expres- 
sions. But, before doing so, we shall attempt to summarize the chief 
properties of each taken separately. (10) and (12) can be rewritten in a 
slightly different form which will facilitate analysis: 


1) + an dm(Sm + 1) 
Sz + d, dm + Sm du + Sm 


In connection with (10’), several points should be noted. Exchange 
depreciation must improve the trade balance unless foreign demand for 
exports is inelastic (d, <1), since if foreign demand is elastic all three 
terms in (10’) are positive.’ Even if foreign demand is inelastic, how- 
ever, the balance of trade may improve if the domestic supply of ex- 
ports is sufficiently inelastic and if the domestic elasticity of demand for 
imports and the foreign elasticity of supply of imports have appropriate 
values. The greater the elasticity of foreign demand for exports (d,) 
and the elasticity of domestic demand for imports (d,,), the more favor- 
able (or less unfavorable) is the effect of depreciation. On the supply 
side, an increased elasticity of domestic supply of exports (s,) makes the 
effect of depreciation (a) more favorable if the elasticity of foreign de- 
mand (d,) is greater than unity, and (b) less favorable if the elasticity 
of foreign demand is less than unity. Similarly, an increased foreign 
elasticity of supply of imports (s,) is (a) favorable if domestic demand is 


(10’) 


aB = 


rency. Since a country with a balance of payments gap is interested in the size of the gap in 
terms of foreign currencies, the foreign-currency balance is more appropriate for our problem 
than the domestic-currency balance. The fact that the foreign-currency balance and the 
domestic-currency balance are differently affected by exchange rate adjustments is shown in 
A. O. Hirschman, “Devaluation and the Trade Balance: A Note,” Rev. Econ. Stat., Feb. 1949, 
XXXI, 50-53. For a careful discussion of all this, see also G. Haberler, “The Market for 
Foreign Exchange and the Stability of the Balance of Payments,” op. cit. 

8 Appreciation will, of course, improve the trade balance under these conditions. But with a 
fluctuating rate, an import surplus will tend to cause the exchange to depreciate, thus making 
the deficit larger. Thus, the market is unstable and a fluctuating rate cannot be relied upon. 
Appreciation, when appropriate to deal with a deficit, can only be employed under some kind 
of controlled rate system such as a gold standard or through the intervention of a stabilization 
fund. 

16 Since we are considering exchange rate adjustment as a device for eliminating a trade 
deficit, we shall consistently assume in this part of the paper that B<0. 
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elastic, and (b) unfavorable if domestic demand is inelastic.!’ Finally, 
it is important to note that, given the elasticities of demand and supply, 
and if the domestic demand for imports is inelastic (d,,<1) so that it is 
possible for depreciation to worsen the trade balance, the chance that 
this will occur becomes smaller the larger the deficit in the balance of 
payments. This is apparent from the last term of (10’). In other words, 
if domestic import demand is inelastic, depreciation might be helpful 
in reducing a large deficit but might make a small deficit larger.'* 
Turning to (11), the first thing to notice is that the effect of varia- 
tions in the exchange rate on the terms of trade depends only on the 
configuration of the elasticities and is not affected directly by the size of 
exports, imports, or the trade balance. (11) can be rewritten as follows: 


k Amdz — SmSz 
(dm + Sm)(Sz + dz) 


It is clear from this version that exchange depreciation will (a) improve 
the terms of trade if d,,d,>5s,,5:, (b) leaves the terms of trade unchanged 
if d,,d,=SmS;, and (c) worsen the terms of trade if d,,d.<5s,5;. That is, the 
direction of effect on the terms of trade depends entirely on whether or 
not the product of the demand elasticities exceeds the product of the 
supply elasticities. An increase in either demand elasticity always tends 
to make the effect of depreciation on the terms of trade more favorable 
(or less unfavorable), while an increase in either supply elasticity tends 
to make the effect less favorable (or more unfavorable) .!° 

It can be seen from (12’) that exchange depreciation always reduces 
the standard of living, while appreciation always increases it.2° More- 
over, an increase in any of the elasticities of demand or supply always 
tends to make the effect on the standard of living greater. Finally, it is 
apparent from the final term of (12’) that, given the elasticities, the 


dT = 


(11’) 


17 These statements can be derived analytically by differentiating expression (10) with re- 
spect to the various elasticities and observing the signs of the terms in the resulting expres- 
sions. This is done in M. Bronfenbrenner, “(Mathematical Supplement” to P. T. Ellsworth, 
“Some Aspects of Exchange Rates,” Rev. Econ. Stat., Feb. 1950, XXXII, 12-16. 

18 Of course, there is no reason to expect that the elasticities would be the same with a large 
as with a small deficit. But there does not appear to be any reason, either, to expect the 
elasticities to bear any systematic relation to the size of the deficit. 

19 Expression (11) is the same as that given in G. Haberler, ‘(Currency Depreciation and the 
Terms of Trade,” in Wirtschaftliche Entwicklung und soziale Ordnung, ed. by Lagler and 
Messner (Vienna, 1952), ». 152. A similar expression is given in J. Robinson, “Beggar-My- 
Neighbor Remedies for Unemployment,” Essays in the Theory of Employment, op. cit., p. 163, 
n. 1, reprinted in Readings in the Theory of International Trade, op. cit., p. 400, n. 17. Mrs. Rob- 
inson’s expression differs from ours, because she defines the change in the terms of trade in a 
different way. An intensive analysis of the effects of exchange depreciation on the terms of 
trade is to be found in J. E. Meade, The Balance of Payments (New York, 1951), pp. 235-47. 

*° In the limiting case when both supply elasticities are zero, exchange rate adjustments 
leave the standard of living unaffected. This case is discussed later. 
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larger the existing deficit, the stronger is the tendency for depreciation 
to reduce the standard of living. 


II. Interrelations among Balance of Trade, Terms of Trade 
and Standard of Living 
A. Trade Balanced Initially 


It will clarify the exposition if we begin with a consideration of a spe- 
cial, albeit an unrealistic, case—that in which trade is initially in bal- 
ance. In this case the final terms in (10’) and (12’) disappear and our 
three expressions are 


(10’”) 


aB 


— 1) dn(Sm 
$a d, dn + Sm 


ar = +( ), (11) 
dn-+ Sm Setdz 


(12’%) 


z 
ap = + ). 


+d, dm + Sm 


In this special case, the relation among balance of trade, terms of 

trade, and standard of living can be expressed very simply: 
dB dT 
(13) 
dr 

That is, the change in the standard of living which results from an 
exchange rate adjustiment is equal to (a) the change in the balance of 
trade that results, with sign reversed, plus (b) the change in the terms 
of trade weighted by the volume of exports (or imports) before the ex- 
change adjustment. 

In order to classify the possible results of an adjustment of the ex- 
change rate, we may consider separately two basic situations: (1) cases 
in which the foreign exchange market is stable, and (2) cases in which 
the market is unstable. 

1. Stable foreign exchange market. In this case, the expression (10’’) 
is positive, that is, exchange depreciation improves the balance of trade. 
Since (12’’) is always negative, exchange depreciation necessarily re- 
duces living standards. Hence, with a stable foreign exchange market, 


21 In the special case in which trade is initially balanced, the effect of an exchange rate 
adjustment on the trade balance is the same whether the balance is expressed in foreign or 
domestic currency. Thus (10’’) above is equal to the expression given in Robinson, op. cit., 
when X is set equal to M in the latter expression. (See footnote 14 supra.) And both (10’’) 
and Mrs. Robinson’s expression are equivalent to that given in L. A. Metzler, “The Theory 
of International Trade,” in H. S. Ellis (ed.), A Survey of Contemporary Economics, Vol. I 
(Philadelphia, 1948), p. 226. Cf., Hirschman, of. cit., p. 52. 
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an improvement in the balance of trade is always accompanied by a re- 
duction in living standards. The terms of trade may worsen as the ex- 
change depreciates and the balance of trade improves, thus adding to 
the burden on the standard of living. Or the terms of trade may improve 
and provide a benefit which partially (but not wholly) offsets the change 
in the balance of trade. 

A few special cases shown in Table II serve to illustrate limiting cases. 
The first case (I), that in which supplies are both completely inelastic, 
illustrates the limiting case in which improvement in the terms of trade 
exactly “pays for’ improvement in the balance of trade with no change 
in standard of living. This corresponds to Case IV in our original tabula- 
tion (p. 4). The next case (II), that where both supplies are infinitely 
elastic, is one in which a worsening of the terms of trade adds to the 
burden. In this case, stability requires that d,+-d,,>1. For example, if 
d.+d,=2.5, the improvement in the trade balance is 1.52X, the addi- 
tional cost due to a worsening of the terms of trade is kX, and the 
standard of living is reduced by 2.54X. This corresponds to Case IT in 
our original tabulation. The last two columns (III and IV), in which one 
supply is completely inelastic and the other fully elastic, illustrate cases 
in which the terms of trade are unaffected and the reduction in standard 
of living is equal to the improvement in the trade balance. These cor- 
respond to Case I in the original tabulation. Case V, in which improve- 
ment in the trade balance is accompanied by a rise in the standard of 
living cannot occur when the foreign exchange market is stable (i.c., 
when exchange depreciation improves the balance of payments). 


TABLE II.—Errects oF EXCHANGE RATE ADJUSTMENTS FOR SPECIFIED ELASTICITIES OF 
SUPPLY WHEN TRADE IS INITIALLY BALANCED 


II Ill IV 


dB 
XdT 
dE 


0 
Sm= 


Sm=0 


s,=0 


kX(dz+dm—1) 
—kX 


kXdz 
0 
—kXd, 


kXdm 
0 
—kXdn 


2. Unstable foreign exchange market. This situation will occur if (10’’) 
is negative. Appreciation of the exchange (& <0) will then be called for 
to improve the balance of payments. Since (12’’) is necessarily negative 
(zero in the limiting case), an appreciation of the exchange necessarily 
increases the standard of living. Hence, appreciation must improve 
terms of trade; (11) must be negative. Moreover, the improvement in 
the terms of trade must more than counterbalance the improvement in 
the trade balance. This is illustrated by Column II of Table II when 


| 
0 —kX(dz+dm) 
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d,+d,,<1 and exchange is appreciated so that k<0. For instance, if 
d,+d,,=0.5, the exchange is appreciated by 1 per cent and the initial 
level of exports and imports is $5 billion, the trade balance will be im- 
proved by about $25 million, the gain from improvement in the terms 
of trade will be about $50 million, and the increase in the standard of 
living will be about $25 million. This corresponds to Case V in our 
original tabulation. It will always be the case when the foreign exchange 
market is unstable that an improvement in the balance of trade through 
appreciation of the currency will be accompanied by such a large im- 
provement in the terms of trade as to more than compensate for the 
improvement of the balance of trade, thus raising the standard of 
living.” 


B. Trade Not Balanced Initially 


The above analysis is unrealistic because it assumes that trade is 
initially balanced, whereas exchange rate adjustments for the purpose 
of improving the trade balance will normally occur only when there is a 
substantial balance-of-payments deficit. For the convenience of the 
reader, we repeat the expressions relevant to this case: 


— 1) dm(Sm + ~) dm(Sm + 1) 
Sz +d, da + Sm du + Sm 


din 
dT = ), (11) 
bus + Sm Sz + d, 


(10") 


aB = 


From these an expression analogous to (13) but making allowance for 
initial imbalance in trade can be derived, to wit, 


(12’) 


(13’) 


The results can again be analyzed for two different types of situations: 
(1) cases in which the foreign exchange market is stable, and (2) cases 
in which the market is unstable. 

1. Stable foreign exchange market. If the market is stable so that de- 
preciation is required to improve the trade balance, it is still true, as in 
the case of balanced trade, that improvement of the trade balance is 
accompanied by a lowering of the standard of living (with a limiting 


2 Tn the limiting case, which occurs when the two demand elasticities are zero, the balance 
of trade improves by kX when the exchange is appreciated in the proportion k, while the im- 
provement in the terms of trade will yield a gain of kX, leaving the standard of living un- 
changed. 


| 
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case in which the standard of living is unchanged). Moreover, the terms 
of trade (the change in which is unaffected by the presence of a deficit) 
may either improve, thus partially offsetting the burden of a reduced 
trade balance, or they may worsen, thus adding to the burden. If the 
elasticities of supply are both zero, it remains true that the improve- 
ment in terms of trade precisely offsets the burden of an improved 
trade balance, leaving the standard of living unchanged. In general, 
because of the presence of the added term in (12’) as compared with 
(12’’), the depressive effect of an improvement in the trade balance on 
the standard of living is strengthened when there is an initial deficit. 

2. Unstable foreign exchange market. In the first place, if home de- 
mand is inelastic, the chance of an unstable market is greatly reduced if 
there is a large initial deficit. If the market is unstable, however, as 
before, appreciation is required to improve the balance of trade. Since 
(12’) is necessarily always positive for exchange appreciation with an 
initial deficit, improvement in the trade balance must necessarily be 
accompanied by an increased standard of living. It can be shown that, 
as in the case of balanced trade, the appreciation must necessarily im- 
prove the terms of trade more than enough to counterbalance the im- 
provement in the trade balance, thus producing the increase in the 
standard of living. 


C. Numerical Illustrations 


To illustrate more concretely some of the possibilities, suppose we 
consider a case in which the rest of the world has a deficit in trade with 
the United States of $2 billion per year. Exports to the United States 
are at an annual rate of 14 billion pesos.” Let us suppose that the 
elasticity of the American demand for the exports of the rest of the 
world is 0.5, and that the elasticity of demand of the rest of the world 
for imports from the United States is also 0.5. We wiil first consider 
two sets of supply elasticities, both of which are consistent with a stable 
foreign exchange market. In the first case, the elasticity of supply of 
imports from the United States and the elasticity of supply of exports 
to the United States are both unity. In the second case, both supply 
elasticities are 0.4. In all cases, we suppose that the elasticities of de- 

23 We use the term “peso” as a general designation for all currencies other than the dollar. 


The reader should remember that our analysis assumes that currency units are so chosen as 
to make the exchange rate initially equal to unity. 


*% Many empirical studies of demand elasticities in international trade have been made. 
Most of the earlier studies seemed to indicate that the elasticities were so low as to make 
instability a decided possibility. An incisive critique of the methods used in these studies and 
a very useful bibliography are given in Orcutt, op cit. More recent studies seem to support the 
possibility of greater degrees of elasticity. For a good recent study of the elasticities of U. S. 
demand for imports, see J. H. Adler, E. R. Schlesinger, and E. Van Westerborg, The Pattern 
of United States Import Trade since 1923 (New York: Federal Reserve Bank of New York, 
May 1952), Appendix C, pp. 69-78. 
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mand and supply are constant over the range within which the adjust- 
ments occur. The results are summarized in Table III.” 

In the case of unitary supply elasticities (column (1)), a 33 per cent 
depreciation is required to eliminate the $2 billion deficit. This depre- 
ciation results in a 13 per cent deterioration in the terms of trade. This 
worsening of the terms of trade adds 2.2 billion pesos to the burden of 2 
billion pesos on the standard of living due to the elimination of the $2 
billion deficit, making a total burden of 4.2 billion pesos. In the other 
case in which supply elasticities are 0.4, a depreciation of the peso by 21 
per cent is required to eliminate the deficit. Since, in this case, the 
product of the demand elasticities exceeds the product of the supply 
elasticities, the depreciation improves the terms of trade. This improve- 
ment amounts to 3 per cent, and, in view of the volume of trade in- 
volved, results in a net gain to the depreciating countries of 300 million 


TABLE III.—NuMERICAL ILLUSTRATIONS OF EFFECTS OF EXCHANGE RATE ADJUSTMENTS 
FOR Two Sets oF Supply ELASTICITIES 


(Exports initially 12 billion pesos; imports initially 14 billion pesos; d-=0.5, dy, =0.5) 


$271; 5,=1 $20.4; s,,=0.4 


Required depreciation of the peso 33% 21% 
Change in terms of trade 
(improvement +-, deterioration —) —13% +3% 
Change in standard of living 
(increase +, decrease —) —4.2 billion pesos —1.7 billion pesos 


pesos. This cancels part of the direct burden of 2 billion pesos, and 
leaves the net burden on the standard of living of equilibration of the 
balance of payments at 1.7 billion pesos. 

To illustrate a situation in which the foreign exchange market is 
unstable, we consider a case in which exports to the United States are 
$14 billion and the deficit in foreign countries’ trade with the United 
States is $2 billion, but in which the two elasticities of demand are 0.2 
and the two elasticities of supply are 10.0. This gives an unstable 
market, and an appreciation of the peso by 25 per cent is required to 
eliminate the deficit. The results would be as follows: 


Appreciation of the peso 25 per cent 
Improvement in terms of trade 24 per cent 
Increase in standard of living 1.4 billion pesos 


In this case, the appreciation of the exchange rate required to 
equilibrate the balance of payments results in such a sharp improve- 
ment in the terms of trade as to add 3.4 billion pesos to the standard 


% The method used in calculating these results is explained in the Appendix. 
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of living. This increase greatly outweighs the 2 billion peso burden re- 
sulting from the elimination of the deficit, leaving a net increase in the 
standard of living of 1.4 billion pesos. 


III. Conclusions 


1. In the “normal” case in which depreciation improves the balance 
of payments, it is not at all impossible or even improbable that this im- 
provement may be accompanied by a bettering of the terms of trade.” 
This will happen if the product of the elasticity of foreign demand for 
exports and the elasticity of the domestic demand for imports exceeds 
the product of the elasticity of the foreign supply of imports and the 
elasticity of the domestic supply of exports. The consensus based on 
empirical studies has been that the demand elasticities are probably 
rather small, although this position appears to have been modified 
somewhat as a result of more recent studies.?’ It seems quite possible 
that the demand elasticities that would be relevant in judging the effects 
of a general depreciation of foreign currencies in relation to the dollar 
with the aim of eliminating a dollar shortage might be quite low. That 
is, the total elasticity of demand of the United States for all imports 
and the elasticity of world demand for American exports may be sub- 
stantially less than unity. Even in this case, however, it seems by no 
means impossible that the rest of the world might find its terms of trade 
improved as a result of depreciation. Our analysis assumes the main- 
tenance of full employment,”* a not unrealistic assumption in these 
times when most countries pursue aggressive domestic policies designed 
to produce this result. Under full-employment conditions, the elasticities 
of supply of many exportable goods may be very low.”® If they are lower 
than the demand elasticities, on the average, an improvement in the 
terms of trade may be expected. To the extent that such an improve- 

% In her “Beggar-My-Neighbor Remedies for Unemployment,” of. cit. (p. 163 in Essays in 
the Theory of Employment, p. 400 in Readings in the Theory of International Trade), Mrs. 
Robinson argues that the elasticities are likely to be such as to produce a deterioration of the 


terms of trade when the currency is depreciated. Her reasoning, however, relates specifically 
to slump conditions, and seems less convincing under conditions of full employment. 


2" Cf. the literature cited in footnote 24 supra. 


28 If a variable level of employment is considered, a further factor is introduced which would 
affect the standard of living. 


2° However, one should remember that the elasticity of export supply (for example) is a 
weighted sum of the elasticities of domestic supply of export goods and the elasticity of do- 
mestic demand for these goods. Thus, even if the domestic supply is very inelastic, the export 
supply may be elastic because domestic demand is elastic. That is, a rise in the domestic pric2 
may increase the volume of goods available for export by discouraging domestic consumption 
as well as by encouraging production. In this connection, too, it should be noted that the 
elasticity of export supply will depend, to some extent, upon the domestic measures that 
accompany the depreciation. For example, domestic measures which reduce sharply the de- 
mand for goods whose production requires resources which are also important in the produc- 
tion of exports will increase the elasticity of export supply. 


} 
. 
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ment occurs, it will reduce the burden of the depreciation on the living 
standards of the depreciating countries. Of course, it is quite possible, 
on the other hand, that the supply elasticities will on the average be 
greater than the demand elasticities, in which case the terms of trade 
will worsen and add to the direct burden of the improvement in the 
balance of payments. To estimate the result in a particular case, in- 
formation regarding the relevant elasticities would be required. 

2. Our analysis has shown that if the conditions for stability in the 
foreign exchange market are not satisfied, so that appreciation of the 
exchange is necessary to improve the balance of payments, the apprecia- 
tion will be accompanied by an improvement in the terms of trade. 
Moreover, the improvement in the terms of trade will be so great as 
to overbalance the direct effects of the balance-of-payments change, 
thus bringing a net improvement in the standard of living. Thus, in 
the context of our analysis, elasticities low enough to make the market 
unstable, far from being undesirable, as has sometimes been indicated, 
provide the most favorable circumstances of all for a country desiring 
to improve its balance of payments by means of exchange rate adjust- 
ments.*° 


Appendix 


Suppose we know the initial level of exports (Xo) and of imports (Mo) 
of a country or a region, and we are able to estimate with reasonable con- 
fidence the elasticities s,, dz, Sm, and d,, which we believe prevail over the 
relevant range of the balance of payments. The balance of payments shows 
a deficit initially and we want to estimate (1) the magnitude of the exchange 
rate adjustment that will be required to eliminate the deficit, (2) the effect 
of this adjustment on the terms of trade, and (3) the impact on the stand- 
ard of living. Under these conditions, we may assume that the demand and 
supply functions are of the constant elasticity variety over the relevant 
range, 7.¢., 


X = 
M = 
X = 
M = 


*° Tt is worth pointing out, too, that appreciation, through the increase in the standard of 
living that it will necessarily produce, according to our analysis, will tend to have anti- 
inflationary effects. That is, it will increase the supply of goods available for domestic use, 
thus mitigating inflationary pressures that may exist. However, appreciation does not appear 
to be a practicable anti-inflationary measure unless (a) the country has a balance-of-payments 
surplus which it is willing to see reduced, or (b) it has foreign assets which it is willing to use to 
finance an increased deficit, or (c) it can rely on getting increased foreign aid in the form of 
grants or loans, or (d) the foreign exchange market is unstable so that the appreciation will 
improve the balance of payments. Cf., R. Hinshaw, “Currency Appreciation as an Anti- 
Inflationary Device,” Quart. Jour. Econ., Nov. 1951, LXV, 447-62. 
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If we measure prices using the initial situation as a base, and define our cur- 
rency units so that initially r=1, we have p= p’=q=q'=1, and our de- 
mand and supply functions become 


X = Xop* (1) 
M = Moq™ (2) 
X = Xop’® (3) 
M = Moq’™. (4) 


Using the fact that p=xp’ and that g=7q’, and substituting in the above 
equations, we can solve for X and M in terms of z, 


X = Gates) (5) 
M = (6) 
Now substituting from equations (1)—(6) into the balance-of-payments ex- 
pression B= p’X —q’M, we can get B as a function of 7,*! 
B = — | (dt om) 


Setting B=0, we can now find the value of x which will equilibrate the 
balance of payments. For example, in the first illustration on page 821 
above, we had d,=d,,=0.5, s:=5m_=1.0, Xo=14 billion pesos, Mo= 16 bil- 
lion pesos. This gives us the equation 


144-18 — 16n-2/3 = 0. 


It is not too difficult to get an approximate solution to such an equation by 
graphical methods. The solution is very close to r=1.5, i.e., a 33.3% de- 
preciation of the peso. 

In similar fashion, we can derive the following expression for the terms 
of trade as a function of 7. 


T = datsz) | 


Substituting our computed value of x in this expression, we get T=0.874, 
or AT = — 12.6%. 

The impact on the standard of living can be calculated as follows. We 
have 


= F(X) 
p = — F’(X). 


X \ 


* It should be noted that in this appendix, as in the body of the paper, the signs of the 
demand elasticities (d, and d,,) have been reversed. In using these expressions, therefore, all 
elasticities should be treated as positive. 


From (1) above 


; 
‘ 
‘ 
f 
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Substituting and writing dF(X)/dX for F’(X), we have 


dF(X) = (=) “ax 


Integrating and substituting E—M for F(X), we have 


E-M = — Xo" + C 
Sy +1 


and for the initial situation 


Sz 
Ey — Mo = — Xot+C. 8 
0 0 0 (8) 
Subtracting (8) from (7), substituting (5) and (6) for X¥ and M, and writing 
AE for E— Eo, we get the following expression for the change in the stand- 
ard of living, 


Ss 


AE = dmtom) — 1) — 


Xo( / = 1). 
Sz 


We can now obtain AE by substituting Xo, Mo, dz, Sz, dm, Sm, and our com- 
puted value of # into this expression. In our illustration, this gives us 
—4.2 billion pesos. 
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OPTIMAL ADVERTISING AND OPTIMAL QUALITY 


By Ropert DorrMan and PETER O. STEINER* 


Lawrence Abbott discussed some of the principles of quality competi- 
tion in a recent issue of this Review.1 Most of the conclusions obtained by 
Abbott and a number of other results of some interest can be derived 
more easily by approaching the problem of differentiated competition 
from a broader point of view than Abbott’s, using rather simple analytic 
tools. We demonstrate the technique which we have in mind, along with 
some results of intrinsic interest, by applying the technique to a few 
problems including Abbott’s. 


1. Joint Optimization of Advertising Budget and Price 


Theorem: A firm which can influence the demand for its product by 
advertising will, in order to maximize its profits, choose the advertising 
budget and price such that the increase in gross revenue resulting from a 
one dollar increase in advertising expenditure is equal to the ordinary 
elasticity of demand for the firm’s product. The proof of this statement 
will be given immediately. As a clarifying preliminary we state that 
we mean by advertising any expenditure which influences the shape or 
position of a firm’s demand curve and which enters the firm’s cost func- 
tion as a fixed cost, i.e., a cost which does not vary with the quantity 
of output. This concept corresponds generally, but not exactly, to the 
usual concept of advertising. It includes expenditures on biliboasfe, 
newspaper space, radio time, interior decoration of a place of business, 
air conditioning of sales space, etc. And now, the proof. 

We consider a firm which makes two kinds of choice: the price of its 
product and the amount of its advertising budget. Assuming this to be 
so, the relationship between the quantity the firm can sell per unit of 
time, g, its price, p, and its advertising budget, s, can be denoted by the 
formula 


q = f(b, 5). (1) 


We assume that f(, s) is continuous and differentiable. 
In order to determine the optimal price-quantity-advertising con- 


* The authors are associate professor and assistant professor of economics, respectively, at 
the University of California, Berkeley. 

1 Lawrence Abbott, “Vertical Equilibrium under Pure Quality Competition,” Am. Econ. 
Rev., Dec. 1953, XLIII, 826-45. 
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stellation it is convenient for expository reasons to analyze the situation 
in two steps. In the first step we regard the quantity of output as fixed 
and specify the optimal price-advertising constellation for selling that 
predetermined quantity. Then we let quantity vary and seek its op- 
timum. The advantage of this procedure is that cost considerations, 
other than the cost of advertising, do not enter the first step.? 

Suppose, then, that price be changed by a small amount, dp, and 
advertising expenditure by a small amount, ds. The change in the level 
of sales will be the total differential of equation (1) or: 


In order for quantity not to change as a result of these variations, dp 
and ds must be chosen in such a way that they have equal and opposite 
effects on quantity; so that dg=0. That is, 


of 
Os 


Os 
ds, assuming — + 0. 2 
g op (2) 


op 
The result of these variations is to change gross revenue by the amount 
qdp, change advertising expenditure by ds, and leave the volume of sales 
and aggregate production cost unchanged. The net effect on profit is, 
therefore: 
of 


gdp — ds = — ds. (3) 


op 


Now we must consider two cases: first, where the original level of 
advertising from which the variations were measured was positive, and 
second, where the original level of advertising was zero. We now show 
that a positive level of advertising cannot be optimal unless the 
quantity in parentheses in equation (3) is zero. For, if that quantity 
were positive we could choose a negative value for ds (signifying a de- 
crease in advertising) which would have the effect of making the whole 
expression positive. It would therefore indicate that a decrease in 
advertising and a compensating cecrease in price (as specified in equa- 


2 This two-stage mode of analysis has, of course, no effect on the result. It is unnecessary 
from a purely mathematical point of view, since we could handle this as a problem in the 
maximization of a function of several independent variables. The procedure adopted makes 
the problem amenable to more elementary methods. 


| | 
af af 

dqgq=—d — ds. 

Op 
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tion [2]) would increase profit. Hence, the original level of advertising 
was too large to be optimal. Similarly if the parenthesis were negative, 
slight increases in both advertising expense and prices would serve to 
increase profits. 

Analogous reasoning for the case where the original level of advertis- 
ing was zero shows that profits could not be maximized if the quantity 
in parentheses were negative. Thus we have a necessary condition for 
profit maximization at any level of output (and therefore at all levels). 
It is: 


(4) 


and the marginal value product of advertising, denoted by yu, by 


af 


This last concept is simply the rate of increase of gross receipts as ad- 
vertising expenditure increases, price remaining constant. Substituting 
these concepts for the partial derivatives in equation (4) we find: 


= Oifs > 0, 


= Oifs = 0. 


(5) 


This equation proves the theorem. 

Furthermore, inequality of 7 and w indicates the direction of change in 
price or advertising that will increase profits. If u>vn, it will pay to 
increase advertising expenditure and price, as we saw in the discussion 
following equation (3). Inequality in the other direction leads to the re- 
verse course of action in order to maximize profits. 


: 
a 
a =Oifs> 0, 
=0ifs=0. 
ap 
| Let us now define the ordinary elasticity of demand, denoted by », by 
| 
q op 
 — 
or, cancelling the p’s and q’s, multiplying through by 7, and transposing: 
ifs > 0, 
{ | 
a ifs = 0. 
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Although the volume of sales, g, was assumed constant throughout 
this argument, the generality of the result is not restricted by this as- 
sumption. If a firm’s position can be improved without changing its 
sales volume then, a@ fortiori, it can be improved if the possibility of 
changing sales volume is open to it. Therefore a condition which must 
be met if profit is to be maximized while holding volume constant must 
also be met if volume is permitted to change. 

Figure 1 may help bring out the significance of this result. The figure 
consists of three parts, each representing a different conceivable situa- 
tion. In each part the advertising budget, s, is measured horizontally. 
To each value of s there corresponds a certain price which maximizes 


un 


Ss 
A B 
Fic. 1. Optmmat LEVELS OF ADVERTISING: ILLUSTRATIVE CASES. 


profit regarding that advertising expenditure as given. To each such 
pair of advertising budget and optimal price there corresponds a certain 
elasticity of demand, which we denote by 7*, and a certain marginal 
value product of advertising, which we denote by y*. The three parts of 
Figure 1 show three possible ways in which n* and y* may vary in re- 
sponse to changes in the advertising budget. 

Our theorem shows that a nonzero level of advertising can maximize 
profits only if it corresponds to a crossing point of the n* and y* curves. 
But not every crossing point, if there is more than one, is a profit 
maximizing point. Indeed, only points where y* crosses n* from above 
correspond to profit maximization.’ The circled points in the diagram 
indicate points of possible profit maximization. 

What can be said about the shapes of the elasticity and revenue pro- 
ductivity functions portrayed? It seems plausible to assume that the 
effectiveness of advertising, indicated by the height of u*, increases 
initially but eventually shows decreasing returns. The effect of increased 
advertising expenditures on the elasticity of demand may work in either 


3 The proof is lengthy and, since it is fairly straightforward, it is omitted, It depends upon 
forming u*—»* and finding its derivative in the neighborhood of crossing points. 
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direction, and we offer no conjectures about it. In so far as the 
existence of an optimal level of advertising is concerned, the shape of 
the elasticity function is not critical. For if u* is ever greater than »* 
(the necessary condition for advertising to pay at all), it must even- 
tually cross it from above. This is because eventually y* will become 
less than unity, but * never will—by the classical arguments. In our 
illustrative figures we have arbitrarily drawn the elasticity curves as 
rising slightly in response to increases in advertising expenditures. It 
should be noted that changes in advertising budgets correspond to 
movements along these curves rather than to shifts of them. 

A few market predictions follow at once from these considerations. 
In a perfectly competitive market the elasticity of demand for each 
firm’s output is infinite. If we were to draw a diagram like Figure 1A 
for such a market, the n* curve would be well above the top of the 
page. In this case the marginal value product of advertising is always 
less than the elasticity of demand and there will be no advertising. 

At the other extreme are markets in which products are differentiated 
and in which product differences are important to consumers but are 
difficult for them to measure. Typically such markets offer a structure of 
prices for different brands. Either or both of two reasons conduce to 
relatively low elasticities of demand for the individual brands. First, 
there is a strong likelihood that the market structure will lead to retalia- 
tory pricing if important changes in the structure of prices are attempted 
unilaterally. For this reason the relevant elasticity of demand may be 
approximated along a mutatis mutandis demand curve. Second, the 
price-brand preferences will reflect an uncertainty on the part of con- 
sumers which will make them reluctant to respond to changes in price 
differentials. To see this most clearly, imagine that consumers did 
know exactly what the differences between brands were worth to them. 
Then if any brand reduced its price it would immediately attract the 
“‘marginal’’ customers of other brands. Indeed we should have the case 
where the different brands were essentially competing commodities. But 
consumers’ uncertainty blurs the sharp edge of preferences and replaces 
a cardinal ranking by something more like an ordinal one. The result 
is reduction in the effectiveness of changes in the price gaps between 
brands. 

At the same time consumers’ uncertainty has the effect of increasing 
the marginal effectiveness of advertising because consumers will not 
hold firmly to their appraisals of the relative merits of competing prod- 
ucts. These circumstances are conducive to heavy advertising expendi- 
ture. Figure 1B would be typical of such a market. 


“Cf. Neil H. Borden, The Economic Effects of Advertising (Chicago, 1947), esp. pp. 438, 
850-51, 879. 
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A third important type of market occurs when product differentiation 
would not be important economically in the absence of advertising but 
when appropriate advertising can induce consumers to attach im- 
portance to the distinguishing characteristics of competing brands. Our 
previous conjecture concerning the effects of advertising on elasticity 
would not apply to this kind of market. Instead the elasticity of de- 
mand faced by any such firm would be infinite in the absence of ad- 
vertising and would be decreased to finite levels by advertising. Figure 
1C portrays the behavior of the curves in such a market. The perfectly 
competitive situation corresponding to zero or merely nominal levels of 
advertising would be transformed into the imperfectly competitive 
market corresponding to the circled intersection of the curves if aggre- 
gate profit were greater under the latter condition than under the 
former. Which of the two possible equilibrium situations is the more 
profitable will depend on the shape of the firm’s cost curves and cannot 
be judged from this diagram alone. 

In a monopolized industry as compared with an imperfectly com- 
petitive one both the effectiveness of advertising and the elasticity of 
the firm’s demand curve are likely to be low. The appropriate level of 
advertising will depend very heavily on the special characteristics of 
the product, e.g., necessity or luxury, major expenditure item or minor, 
closeness of substitutes, etc. 


2. Joint Optimization of Quality and Price 


In this section we find the optimal price-quality position for a firm 
which can influence its sales by modifying either the quality of its 
product or its price. 

By quality we mean any aspect of a product, including the services 
included in the contract of sales, which influences the demand curve. 
The essential difference from advertising is that changes in quality en- 
ter into variable costs. Each conceivable quality will have a definite 
average cost curve, but there may be several different qualities with the 
same average cost curve. In this case we may assume that only that 
quality which has the most favorable demand curve will be given serious 
consideration. Thus we may assume that quality can be improved only 
at the expense of operating on a higher average cost curve. By quality 
improvement we mean any alteration in quality which shifts the demand 
curve to the right over the relevant range and raises the curve of average 
variable costs. 

Now we can find the profit-maximizing conditions. Since the tech- 
nique is parallel to that used in the preceding section we shall abbreviate 
the exposition. Consider a firm which produces a differentiated product 
whose quality can be measured (e.g., in terms of horsepower, tensile 


: 
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strength, denier, etc.) and whose rate of sales per unit of time, q, is a 
continuous and differentiable function of price, p, and a quality index, x. 
We write as its demand function: 

q= f (p, x) 
The average cost of production, ¢, is a function of g and x: 

c = c(q, x). 


Just as in Section 1 we consider the effect on profit of arbitrary small 
changes in price and quality which have precisely offsetting effects on 
sales. This effect is expressed by the following equation, which is 
analogous to equation (3): 


of 

ax 
qdp — qdc = —q dx. 

ap 


By an argument similar to that following equation (3), the condition for 
profit maximizing equilibrium is found to be that the quantity in 
parentheses is zero, or: 


of 

af ax 
ax 


This is the condition sought. 


The left-hand side of this equation is the slope of the ordinary de- 
mand curve. The right-hand side measures essentially the rate at which 
sales increase in response to increases in average cost incurred in order 
to increase quality.’ If the expression on the right-hand side of equa- 
tion (6) is greater than that on the left, the indication is that an increase 
in quality will increase demand more than enough to compensate for 
the loss of sales that would result from an increase in price just sufficient 
to cover the increase in cost. Under such a circumstance quality should 
be increased. 

Thus the general level of quality in any market depends on the rela- 
tive magnitudes of two market characteristics and one technical char- 
acteristic of the product. Quality tends to be higher the greater the 


5 For example, if sales would increase by 100 units if the quality index were increased by one 
unit, and if this would raise average cost by $20, the right-hand side would be 5 units per 
dollar. 
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sensitivity of consumers to quality variation (measured by df/8x), the 
lower the sensitivity of consumers to price variation (measured by 
Of/dp), and the lower the effect on average costs of quality changes 
(measured by dc/dx). These are the three co-ordinate determinants of 
the general level of quality. 

This analysis also suggests the conditions which conduce to quality 
variety in a market on the one hand and standardization on the other. 
If a market consists of a number of groups of consumers having identical 
demand curves but differing in their responsiveness to quality changes 
it will pay to provide different qualities at different prices. Similarly, 
if the groups are uniformly sensitive to quality changes but different in 
price consciousness (i.e., if f/x is the same for all groups, but df/dp dif- 
fers among groups), there will be a range of qualities offered in order to 
exploit the differences in the demand curves. The analogy to discriminat- 
ing monopoly is apparent. A fortiori, if, as frequently happens, those 
members of a market who have relatively high sensitivity to price 
changes have low sensitivity to quality and vice versa, then a spectrum 
of qualities will be offered. In all other cases, the commodity will tend to 
be standardized. 

The optimizing condition of the quality variation case can be made 
more comparable to that for the price variation case by introducing the 
elasticity of demand with respect to quality variation, defined by the 


formula: 
of 
c 
Ox 


This formula gives simply the ratio of the percentage change in demand 
to the percentage change in average cost, both induced by a small 
change in quality. If we multiply both sides of equation (6) by p/g and 
then multiply the right-hand side by c/c, we obtain 


of 

pec a 
cq 
ax 


which, recalling the definition of the ordinary elasticity of demand, is 
equivalent to: 


(7) 
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3. Joint Optimization of Advertising, Quality, and Price 


In Section 1 we discussed the equilibrium conditions for a firm which 
makes decisions with respect to both price and advertising expenditure; 
in Section 2 we dealt with a firm which makes decisions with respect to 
price and quality. The combined case, that of a firm which makes de- 
cisions of all three types, is probably of greater practical interest than 
either of these separated cases. This combined case presents no diffi- 
culties. We note that since advertising expenditure and quality can be 
varied independently a firm will not be in equilibrium unless it is in 
equilibrium with respect to each of these variables separately. Thus all 
of the preceding analyses apply and a firm will not be maximizing profits 
in the combined case unless its price, quality, and advertising expendi- 
ture are such that: 


= n Nee 
We here assume, of course, that advertising is at a positive level. 


4. Optimal Advertising with Fixed Prices 


Theorem: If the price which a firm can charge is predetermined by 
conventional, oligopolistic, legal or other considerations, and if the firm 
can influence its demand curve by advertising, it will, in order to 
maximize its profits, choose that advertising budget and the resulting 
rate of sales such that 


1 
Marginal Cost = (1 - =). 


The reader will notice that this formula is formally identical to the 
familiar relationship connecting price, marginal revenue, and elasticity 
where price is a variable of choice. 

This is a simplified variant of the problem of Section 1. In order for 
an optimum to obtain, the advertising expenditure needed to increase 
sales by one unit must equal the profit on the marginal unit, i.e., the 
excess of the given price over marginal production cost, MC. The 
equilibrium condition is then, 

Os 


(8) 


Since the marginal revenue product of advertising is 
oq 
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equation (8) can be written 
which, after transposing and factoring out p proves our theorem. 
By solving this formula for » it can be seen that when advertising 
expenditure is optimized, the marginal revenue product of advertising 
equals the reciprocal of the mark-up on the marginal unit produced. 


5. Optimal Quality with Fixed Prices 


Theorem: If the price which a firm can charge is predetermined and 
if the firm can influence its demand curve by altering its product, it 
will, in order to maximize its profits, choose the quality such that the 
ratio of price to average cost multiplied by the elasticity of demand with 
respect to quality expenditure equals the reciprocal of the mark-up on 
the marginal unit. In symbols, the maximizing condition is 


This is Abbott’s® problem and is a simplified variant of the problem 
discussed in Section 2. To solve it we notice that for profits to be 
maximized the marginal cost of production plus the total increase in 
quality cost necessary to sell one more unit at the given price must be 
equal to the given price. Furthermore, the average increase in quality 
cost necessary to sell one more unit at the going price is the increase in 
quality cost per unit increase in the quality index, divided by the in- 
crease in sales at the going price per unit increase in the quality index.’ 
From these two considerations we have, at the optimal quality for the 
given price: 


Ox 
p= MC+q (9) 
ax 
Recalling the definition of elasticity with respect to expenditure on 
quality and inserting it, we obtain 


c 
p= MC+— 
Ne 

6 Abbott, op. cit. 

7 To see this more clearly suppose that average cost will increase by $2 if the quality index 
is increased by one unit and that sales will increase by 10 units if the quality index is increased 
by one unit. Then a one unit increase in sales will result if quality is increased by 1/10 unit and 
this will raise average cost by $2/10=$.20. 
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from which our theorem follows by elementary algebra. It may be noted 
that equation (9) appears to be the result given by Abbott.® It clearly 
conforms to common sense. What it says is that if a small increase, say 
Ac, in average cost suffices to improve quality enough to increase sales 
by one unit at the going price, then the total increase in production 
costs will be gAc (to increase quality of all units) plus the marginal cost 
(to produce one more unit) and this must be just equal to marginal 
revenue (price, in this case) in profit-maximizing equilibrium. 

In a zero-profit group equilibrium without advertising p=c and equa- 
tion (9) shows that for each firm average cost exceeds marginal cost. 
Thus the firms are operating in the decreasing range of their cost curves, 
a result also noted by Abbott.® 


6. Conclusion 


There are good grounds for doubting the economic significance of the 
whole business of writing down profit functions (or drawing curves) and 
finding points of zero partial derivatives (or graphical points of tan- 
gency). Such devices are merely aids to thinking about practical prob- 
lems and it may be an uneconomical expenditure of effort to devote too 
much ingenuity to developing them. Yet such devices are aids to clear 
thought and, if sufficiently simple and flexible, they help us find impli- 
cations, interrelationships, and sometimes contradictions which might 
escape notice without them. Such aids are particularly needed in the 
field of nonprice competition. We hope that the techniques suggested 
here will be of assistance in developing this field and bringing out its 
connections with the theory of price competition. The examples we 
have solved above are not only of importance in themselves but, we 
hope, demonstrate the flexibility and convenience of the technique 
which we suggest. 


8 Abbott, op. cit., pp. 837-38. 
Tbid., p. 844. 


THE INTERNATIONAL SUGAR AGREEMENT OF 1953 


By Boris C. SwerLinc* 


Postwar discussions of principles and protracted negotiations on text 
produced three international commodity agreements in 1953. While 
tin could count at best on the tacit support, and wheat on the tacit oppo- 
sition, of the respective major importer, the new International Sugar 
Agreement has received a considerable acclaim on both sides of the 
Atlantic.’ Participation by the Soviet bloc has even been regarded by 
some as that long-awaited “hopeful augury of international coopera- 
tion” in world trade. Those who feel uncomfortable about a “restrictive 
quota agreement”® that relies on production control and export quotas, 
or who see here “a gigantic international cartel, an adventure in interna- 
tional socialism,”* reflect only a small minority of published opinion. 

Operationally the Agreement is indeed of the standard export-quota 
form modified only by consumer representation and a target “zone of 
stabilized prices.’ Price in the world “free market,” i.e., that part of 
international trade enjoying no special protection or privilege in the 
country of destination, is to be held between 3.25 and 4.35 cents per 
pound, f.a.s. Cuba, by appropriate adjustment in the level and dis- 
tribution of quotas. Price stability so defined is the primary objective 
but there are two minor themes. One is the notion that prices, quotas, 
and producer incomes under the agreement will conform to some prin- 
ciple of equity. Secondly, in accordance with accepted principles gov- 

* The author, who is associate economist and associate professor, Food Research Insti- 
tute, Stanford University, is grateful to V. P. Timoshenko, M. K. Bennett and Helen C. 
Farnsworth for helpful criticisms. 

*Cf. Economic Report of the President, transmitted to the Congress Jan. 28, 1954, 
p. 56; World Crops (London), Nov. 1953, V, 436; F. O. Licht, Sugar Information Service 
(Ratzeburg), Sept. 2, 1953, p. 3. 

* Internat. Sugar Jour. (London), Jan. 1954, p. 1. 

* U.N. Dept. Econ. Affairs, Commodity Trade and Economic Development (New York, 
1953), p. 53. 

*U.S. Senate, Subcommittee of the Committee on Foreign Relations, Hearing: Inter- 
national Sugar Agreement, 83d Cong., 2d sess., p. 42. Criticism of a higher order will be 
found in Staff Papers Presented to the Commission on Foreign Economic Policy (Wash- 
ington, 1954), pp. 207-11. 

*For full text, see U.N., United Nations Sugar Conference, 1953, Summary of Proceed- 
ings (New York, 1953), pp. 23-28, and U.S. Senate, Hearings: op. cit., pp. 7-36. Text of 
the prewar agreement is given in International Labour Office, Intergovernmental Com- 
modity Control Agreements (Montreal, 1943), pp. 26-45. 
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erning commodity-control agreements,® a few clauses are directed at 
making those longer-run adjustments that present surpluses require. 

While an international arrangement for sugar is easier to justify in 
the abstract and holds far fewer dangers than is common with com- 
modity agreements, the expressed hopes of the agreement’s sponsors 
and the fears of its detractors are equally likely to be disappointed. 
Importing countries have accepted few obligations; free-market ex- 
porters enjoy, for the most part, only token privileges. Existing export 
capacity (especially in Cuba) far in excess of prospective requirements 
of the free market, a legacy of the second world war and national sugar 
policies, will severely test the International Sugar Council’s ability to 
hold price above the agreed minimum for some time to come. No clauses 
effectively deal with the basic problems, either by prying open protected 
markets, reducing margins of protection, or even preventing expansion 
of subsidized output and further contraction of the free market. In- 
deed, there is less ground for concern over “the dangers of artificially 
maintained prices” or the risk of “introducing undue rigidities in the 
pattern of production and trade’”’ than over the extreme looseness, if 
not the entire futility, of the present instrument. 


I. Instability of the Free-Market Price 


The “world” price of raw sugar fluctuates over a considerable range, 
though not so widely as the prices of many other primary commodities. 
The inflation that followed the outbreak of the Korean War jumped the 
quoted price of sugar, f.a.s. Cuba, from about 4.20 to almost 6.00 cents 
per pound, between June and August 1950. After a setback early in 
1951 to about 4.80 cents in February, it climbed momentarily above 
8.00 cents in June, only to fall back below 4.80 cents by the end of the 
year. Subsequently the “world” price sagged to a level little over 3.00 
cents in October 1953.* In earlier periods, price variations of com- 
parable magnitude and speed have been experienced from time to time. 

In many respectable quarters, it is customary to argue that these 
price movements are due to the economic failings of unregulated mar- 
keting, and to look to an I.S.A. as a price stabilizer. Thus a study by 
the Food and Agriculture Organization states:® “Sugar exhibits to an 
unusual degree the features that make the operation of an unregulated 


*U.N. Econ. and Soc. Council, Resolution 30 (IV) on March 28, 1947, and U.N., 
General Agreement on Tariffs and Trade (Lake Success, 1947), Vol. I, Art. XXIX (1). 

"Food and Agric. Organization of the U.N., Observations on the Proposed Interna- 
tional Sugar Agreement (Rome, 1953), Commodity Pol. Stud., No. 4, pp. 1-2. 

*U.S. Dept. Agric., Prod. and Mktg. Admin., Sugar Branch, Sugar Reports, No. 21 
(Oct. 1953), p. 21. 

*F.A.0., Commodity Pol. Stud. No. 4, op. cit., pp. 3-4. 
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‘free’ market undesirable.” These undesirable features include “‘exces- 
sive price fluctuations” mainly because, “owing to the low short-term 
elasticities of demand and supply, even small changes in the balance 
of production and consumption tend to be associated with large varia- 
tions in price.” Moreover, in response to such price variations, “the 
cane-sugar industry has a chronic tendency to excess capacity.” Both 
the F.A.O. and the United Nations, in a recent study of Latin American 
trade,*® support the further notion that market adjustments are in fact 
perverse, because sugar producers can be expected to respond to low 
prices by increasing rather than by reducing output. 

Such generalizations do not measure up well against the facts. There 
is clear evidence of some price instability and of severe “chronic sur- 
plus” in world sugar markets, but for reasons little associated with the 
characteristics of an “unregulated” market mechanism. The most im- 
portant factors at work on world sugar prices have been the following. 

1. Peacetime imbalances between productive capacity and sugar con- 
sumption have typically been huge, not “small.” Cuba could turn out 
almost 6 million short tons in 1929, and Java about 3 million; within 
four years, sales had fallen to barely 214 million and one million re- 
spectively. Cuba could today produce some 8 million tons but will be 
fortunate to sell 5 million. Excessive capacity developed primarily 
because heavy requirements for sugar imports following two world 
wars proved transitory. The second major factor contributing to im- 
balance in the 1930’s was expansion in the Philippines, Puerto Rico, 
Hawaii, the Japanese Empire, India, and the British Empire, all of it 
to serve protected markets. Increased production in Europe and in the 
British Commonwealth are repeating the experience today. The natural 
counterpart of expansion in those regions is redundant capacity else- 
where, at the moment almost exclusively in Cuba. Excess capacity of 
this raagnitude is responsible for the weakness in recent “world” prices. 

2. If production and consumption of free market sugar were in close 
adjustment, then the narrowness of the free market, which supplies 
only the residual requirements of major importing countries, would be 
a prime cause of price instability. In actual practice, “world” sugar 
prices can fall a long way because importing countries react to moder- 
ately cheaper foreign sugar not by increasing imports but by increasing 
their margins of protection to domestic producers. 

3. While “relatively moderate changes in demand can have violent 
effects on prices” in a residual market,"* “world” sugar is liable to per- 
verse variability in free-market supplies quite as much as in free- 


*”U.N. Dept. Econ. Affairs, A Study of Trade Between Latin America and Europe 
(Geneva, 1953), p 70. 
“Shelter for Sugar’s Cinderellas,” Economist (London), Aug. 29, 1953, CLXVIII, 583. 
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market requirements. Continental United States, for example, is regu- 
lated by the strict quota provisions of the Sugar Act of 1948 as 
amended. Towards a total annual consumption of about 8 million tons, 
Hawaii, Puerto Rico, and the Philippines each contribute roughly one 
million, a further two million tons are processed from sugar beets and 
sugar cane on the mainland, and Cuba supplies most of the remainder. 
By definition, all imports into the United States are excluded from the 
free market. Though the “world” price and the U.S. price largely go 
their separate ways, American action has serious external repercussions. 
The Secretary of Agriculture, by varying the total marketing quota, has 
had a considerable success in stabilizing the domestic price of sugar. 
Periods when commodity prices generally are low, here and abroad, find 
the domestic price of sugar relatively high. United States sugar con- 
sumption at such times is accordingly discouraged, while sugar crops are 
relatively attractive. These variations both in production—more par- 
ticularly of beet sugar—and in consumption lead the United States to 
import less sugar from Cuba during the very deflationary periods when 
that exporter is likely to be having greatest difficulty in marketing over- 
seas; while more Cuban sugar tends to be absorbed in the United States 
when demand in the free market is also relatively strong. Stabilization 
of the American price of sugar accordingly contributes to the de- 
stabilization of the free-market price. 

4. Quite apart from movements in the world price, the structure of 
international sugar prices is complicated by importer policies. The high 
price that Cuba receives on its United States sales covers overhead 
costs of production and permits exports to the world market to be 
priced at lower rates appropriate to variable costs alone. It might be 
said that the United States “subsidizes” consumption abroad (or that 
Cuba “dumps” on the free market) under this arrangement. Only rarely 
is the pattern reversed (Table I). Out of obvious long-run interest, 
Cuba continued to honor its United States quota for some months dur- 
ing 1950 and 1951 even at prices considerably below those ruling in the 
free market. 

Interesting price differentials are also associated with the 1 million 
ton contract negotiated between the United Kingdom and Cuba on April 
13, 1953. At a moment when “world” sugar was quoted at about 3.40 
cents per pound, the contract specified 2.75 cents on shipments in 1953 
and 3.04 cents on the portion remaining to be shipped in 1954. Exercise 
of British bargaining power forced the lowest price at which sugar had 
been traded in the postwar years, Cuba was not reluctant to concur 
because disposal of 1 million tons, even at a low price, made it easier to 
earn a higher return on the remainder of the crop. This, however, was 
an unusual transaction, preparatory to the termination of rationing in 
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TABLE I.—INTERNATIONAL DISPARITIES IN POSTWAR PRICES OF RAW SUGAR 


Annual Average Price 


Market Specification | Unit 


1949 1950 1951 1952 


“World” sugar, f.a.s. 
Cuba (sterling 
equivalent) 112 lbs. | 23s.64d.} 33s.3d.*| 45s.8d. | 33s.4d. | 27s.4d. 

Commonwealth Sugar 

Agreement, _c.i.f. 

U.K., at prewar 

freight 112 lbs. | 27s.3d. | 27s.3d. | 30s.6d. | 32s.10$d.} 38s.6d. | 42s.4d. 


Cuba, f.o.b., U.S. sales | 100 lbs. | $4.64 | $4.86 | $5.09 | $5.07 $5.35 | $5.42 
Cuba, f.o.b., sales to 
rest of world 100 lbs. | $4.23 | $4.08 | $4.98 | $5.67 | $4.16 | $3.41 


* Calculated at exchange rate of $2.80, which became effective Sept. 18, 1949. 
Source: C. Czarnikow, Ltd., Sugar Review (London) and International Monetary Fund, 
International Financial Statistics (Washington). 


the United Kingdom. Over the longer haul, price features of the Com- 
monwealth Sugar Agreement are more relevant.’* That contract, sched- 
uled to operate through 1960, guarantees Commonwealth exporters a 
total market for about 24 million tons, of which roughly two-thirds is 
to be purchased at an annually negotiated price. While the Common- 
wealth Agreement price has not been consistently above the “world” 
level (Table I), it represents a riskless market for an assured volume of 
sales and has been at a sufficiently attractive level to encourage an 
impressive expansion of Commonwealth production. Moreover, it is 
now more than 50 per cent higher than in 1949, though the sterling 
equivalent of “world” sugar has fallen on average almost 20 per cent 
since then. 

5. Sugar can hardly insulate itself against the effect of a general in- 
flation or deflation of commodity prices, especially if open hostilities are 
an important causal factor (as was the case in 1950-51). But the 
peculiar political environment of the day implies that during war scares 
precautionary stockpiling will be taking place on both sides of the Iron 
Curtain. The major areas of beet-sugar surplus before the war were 
Poland, Czechoslovakia, and Eastern Germany, all now incorporated in 
the Soviet bloc. In the postwar period such surpluses as existed in these 
territories were mainly absorbed by the Soviet Union; any serious ef- 
fort to improve consumption levels of the Russian people might be ex- 
pected to continue the flow in an eastward direction. But even to the 
extent that these beet-sugar exporters recover their sugar trade with the 
West, exports can certainly not be counted on in a serious emergency. 


“For text, see Ministry of Food Bull. (London), Jan. 12, 1952, pp. 3-8. 
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Here again we find supplies available to the free market likely to be cut 
back at the very moment when free-market requirements are heaviest. 
Regardless of the risk of open hostilities, international sugar markets 
now face the prospect of substantial, erratic fluctuations in nondollar 
beet-sugar supplies from Eastern Europe, in response as much to 
political considerations as to economic stimulus. 

6. Europe’s protected beet-sugar system, concentrated in a region 
liable to similar variation in weather conditions, introduces a further 
element of instability into the world market. European acreages planted 
to beets have tended to increase over time but do not show major fluc- 
tuations from year to year. Variable weather, by affecting the weight 
of harvested beets, does cause substantial changes in the annual crop. 
Since the direction of variation tends to be the same in all northern 
European countries, there is a counterpart in Europe’s fluctuating in- 
ports of cane sugar from overseas. The United Kingdom, in promoting 
exports from Australia and South Africa at the expense of the free 
market, similarly accentuates the importance of natural hazards, for 
it is substituting regions which are drought-prone for sources where 
yields are more reliable. 

7. Mills typically expand processing facilities and farmers extend 
plantings when prices are profitable, not when they are depressed. For 
all commodities, expansion is a smoother process than contraction; as 
compared with other commodities, sugar production is particularly re- 
sponsive to moderate price increases, but is no more unresponsive to 
price decreases. The notion that growers will respond to low prices by 
perversely increasing output may be of some theoretical interest for 
primitive economies; it can have little practical application for com- 
modities so closely tied to highly capitalistic processing facilities as are 
sugar beets and sugar cane. Cuban experience does not give evidence of 
a backward-sloping supply curve.** 

To be sure, time series will demonstrate that, in some countries, 
“production actually tended to rise in periods when prices declined.”** 
More sugar was indeed supplied in the 1930’s by “Mauritius, Trinidad, 
British Guiana, Jamaica, and Australia,” but for three main reasons: 
(1) these producers sold sugar not at the very unsatisfactory “world” 
market price but at far more favorable absolute prices; (2) the price of 
sugar relative to alternative export staples was, in certain of these re- 
gions, reasonably attractive; and (3) the decline in real costs, resulting 
from technological improvement, would have made some expansion 

“Cf. J. W. F. Rowe, “Studies in the Artificial Control of Raw Material Supplies, No. 1, 
Sugar,” London and Cambridge Econ. Service, Special Memo. No. 31 (Sept. 1930), p. 17. 

“F.A.O., Commodity Pol. Stud. No. 4, op. cit., p. 5. 
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possible even at reduced relative prices. Java, which received only the 
“world” price, increased production between 1927 and 1930 in the face 
of declining realized prices, because advances in agricultural science 
were making a new price structure feasible. 


II. Price Stabilization under the International Sugar Agreement 


Although the structure of international sugar prices is revealed by 
economic evidence, the price effects of two I.S.A.’s must be based more 
on conjecture from relevant clauses of the agreements than on analysis 
of actual experience. This is obviously true of the 1953 agreement, 
which became effective on January 1, 1954. Prices did rise in anticipa- 
tion of the prewar International Sugar Conference of 1937 but fell back 
close to previous levels during the first quota year (September 1, 1937- 
August 31, 1938) and were subsequently dominated by the Munich 
settlement and its aftermath. So short a record of peacetime operation 
provides little basis for generalization. 

Standing cane available for harvest and stocks of raw sugar already 
accumulated in Cuba, excess factory capacity in various countries, and 
protected expansion now in progress in others, imply that low rather 
than high prices are likely to concern the present International Sugar 
Council for the next several years, barring war or internal insurrection. 
The price-support features include adjustment of total export quotas to 
the estimated requirements of the free market; a ceiling on total stocks 
held in countries enjoying export quotas; and limitation of total pro- 
duction in quota countries to the sum of export quota, maximum stocks, 
and domestic consumption. Much is claimed”® for the provision that ex- 
port quotas must automatically and successively be reduced by at least 5 
per cent within 10 days after the “world” price has stood below the 
3.25 cents floor for 15 consecutive market days. 

This is by no means a powerful enforcement mechanism. The floor is 
not buttressed by guaranteed importer purchasers, as under the Inter- 
national Wheat Agreement. The one clear obligation upon importing 
countries (Articles 7 (1) (i)) is that annual imports from nonparticipat- 
ing countries not exceed 1951-1953 levels. Even that commitment can 
be circumvented by pleading monetary difficulties (Art. 25). A moder- 
ate clause included in the 1937 agreement, which could be interpreted 
as requiring importers to provide some relief for exporters by main- 
taining “adequate reserve stocks” (Art. 26 (a)), has been dropped. 
The weapon of lower export quotas gives out once cuts have reached 
20 per cent of basic export tonnages, as they did in May. The floor price 


*U.N., Interim Coordinating Committee for International Commodity Arrangements, 
Review of International Commodity Problems 1953 (1954), p. 3. 
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has had to be maintained in the face of the high aggregate quota written 
into the agreement, despite a heavy 1953/54 beet crop in Europe, and 
despite the provision that shipments under the United Kingdom con- 
tract are not deductible from Cuba’s quota. The floor was held less 
by the International Sugar Council than by the Cuban Sugar Stabiliza- 
tion Institute, which has intensified its pre-Agreement practice of regu- 
lating the flow of sugar into export. At that, prices stood below the 
Agreement from June to September. 

While the top of the “zone of stabilized prices” is of only academic 
interest in present circumstances, the provisions of the new I.S.A. are 
hardly likely to cope with the type of situation that could make the 
ceiling operative. Increases in quotas are provided for in the same 
fashion as decreases, though the automatic increment is 2% per cent 
larger. Quota countries must hold minimum stocks (amounting to 10 
per cent of the basic export tonnage) for meeting increased free-market 
requirements, at the call of the International Sugar Council (Art. 13 
(3)). Since the Communist bloc and Commonwealth exporters are not 
bound by this article, this basic reserve cannot exceed 450,000 tons, 
which is considerably less than the year-to-year fluctuations that must 
be expected in requirements. By contrast with the Wheat Agreement, 
which specifically provides for allocating supplies among eager im- 
porters while the ceiling is under pressure, the I.S.A merely assigns 
participating countries a priority over nonparticipating ones. Importers 
may withdraw from the agreement in the event of an abnormal price 
rise (Art. 44 (2)), or invoke the monetary escape-clause, but neither 
course of action can hold prices within the agreement limit. 

The main guarantee against the prospect of high prices, like the 
chief support of the present market, is in fact unilateral: excess capacity 
already in existence in Cuba and the Cuban Stabilization Reserve. The 
latter, originally totaling some 134 million tons, was set aside from the 
record 1952 crop, for release against future United States quotas in 
five annual installments. Though these stocks are exempt from the 
maximum-stock provisions of the I.S.A., Cuba is expected to “consider” 
a Council request that they be made available to the free market (Art. 
13 (6)). In the past, out of a sense of long-run interest, Cuba has 
tried to fill any increase in its United States quota, regardless of in- 
cidental effects on the free market. She can hardly be expected to act 
otherwise in the future. 


III. The Question of Equity 


Tests of equity perhaps ought not to be applied to an agreement that 
passed through several drafts over a period of years and was hammered 
into its final form only after six weeks of hard bargaining. But two 
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aspects of the question can hardly be ignored. One is the balance es- 
tablished between consumer and producer interests; the second, the 
distribution of benefits and burdens among exporting countries. 
Equality of voting rights of importing and exporting countries is offi- 
cially respected in the agreement. But the equivalence indicated in Table 
II is highly illusory. Four of the five largest blocs of votes are unlikely to 


TABLE II.—VorTING STRENGTH, INTERNATIONAL SUGAR AGREEMENT OF 1953 


Importing Countries Exporting Countries 


United Kingdom Cuba 

United States U.S.S.R. 
Japan Dominican Republic 
Canada China (Formosa) 
Germany (Fed. Rep.) Brazil 
*Switzerland Australia 
*Ceylon Czechoslovakia 
*Norway *Indonesia 
Portugal *Peru 

*Greece Poland 
*Austria France 

*Israel *India 
Lebanon Mexico 

*Spain Philippines 
*Jordan Belgium 
*Saudi Arabia *Denmark 
Haiti 

Total votes Hungary 
Netherlands 
South Africa 
*Nicaragua 
*Yugoslavia 


Total votes 


* Countries failing to give appropriate notice of intention to adhere, as of May 7, 1954 
(International Sugar Jourrol, June 1954, p. 149). 


be cast according to the direct consumer or producer interest they are 
presumed to represent. Nor does voting strength properly reflect the im- 
portance of smaller importing nations that obtain all or a major portion 
of their sugar supplies from the free market. The consumer interest is 
further diluted by the failure of several medium-sized importers to 
ratify the agreement they helped negotiate. 

The United States, for example, imports nothing from the free 
market and has for some months maintained the domestic price of raw 
sugar (including the % cent tariff) at almost double the “world” level.’® 
While so high a differential might be maintained indefinitely, the danger 


*U.S. Dept. Agric., Comm. Stab. Serv., Sugar Div., Sugar Reports No. 25 (May 1954), 
p. 2. 
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is that a quota premium judged excessive might bring Congressional 
correction. Besides, if Cuba ships sugar more vigorously into the United 
States during the key months of the marketing year for lack of other 
outlets, prices in New York can weaken though total imports are not in- 
creased. As for the State Department, it cannot ignore either the current 
well-being or reasonable expectations of the Cuban people, who happen 
to occupy a strategic island close to the Florida coast and in the main 
line of shipping via the Panama Canal. The United States will accord- 
ingly countenance, even if it does not actively promote, a higher free- 
market price. 

The interests of the United Kingdom, which divides 49 per cent of 
the importer votes equally with the United States, are still more mixed. 
The United Kingdom does pay the “world” price, though the United 
States does not, on sugar imported from Cuba and the Dominican 
Republic, sources from which the first upsurge of unrationed domestic 
consumption has had to be met. Upon the import price of these same 
raw sugars Britain bases its competitive position in an important re- 
export trade in refined. But in these respects the United Kingdom 
position is extremely well hedged since large stocks have been built up 
under the Cuban contract at a price moderately below the agreement 
floor. Accordingly even a higher agreement minimum would have 
penalized other free-market importers or re-exporters relatively more 
than the United Kingdom, while a lower minimum could have involved 
the Treasury in inventory losses on government-held stocks. Moreover, 
on roughly one-third of the sugar covered by the Commonwealth Sugar 
Agreement, the United Kingdom assures Commonwealth exporters 
merely the “world” price together with the empire preference. A “satis- 
factory” world price is accordingly a specific objective of that agree- 
ment (Art. 9). To the extent that the United Kingdom is consequently 
penalized as importer, there are compensations in improved economic 
conditions for colonial sugar areas, and in the incentive for larger out- 
put in the sugar-exporting Dominions (Australia and South Africa). In 
any case much of the Commonwealth sugar sold at that price will in 
fact be purchased by Canada, not itself a party to the C.S.A. If Com- 
monwealth exporters earn a relatively high return on “world” sugar, 
they may feel inclined to bargain less sharply with the United Kingdom 
during annual negotiations on sugar prices, and Canada would bear 
more of the costs of Commonwealth sugar expansion. It certainly can 
not be inferred that the United Kingdom has the clear interest in a 
low free-market price that might have been suggested both by its large 
net-import status in sugar and by its failure to participate in the new 
International Wheat Agreement. 

Among other major importers, Japan comes closest to depending ex- 
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clusively on free-market supplies. The one million or so tons that once 
came from empire sources must now, as a result of the postwar terri- 
torial settlements, be purchased from foreign companies. While Canada 
now produces double its prewar volume of beet sugar, it continues to 
import some 500 thousand tons, or about 80 per cent of its rising re- 
quirements. Western Germany, a region with an estimated net deficit 
of more than 500 thousand tons before the war, was by 1950 importing 
at a rate that entirely compensated for the loss of shipments from 
German territories now under Communist control. But expansion of 
domestic beet-sugar production has been so considerable that self-suffi- 
ciency is in the offing, and Germany’s heavy voting strength remains 
somewhat anomalous. Mainland China (including Manchuria) im- 
ported one-third of a million tons before the war, but that commerce no 
longer is reflected in the trade statistics of Western countries, and Red 
China could not be represented in 1953 at a United Nations Sugar 
Conference. 

The remainder of “world” sugar exports go to a host of ultimate 
destinations. A group with net imports of 100,000 to 250,000 tons— 
including countries in Western Europe, Asia, and Latin America and 
such colonial and semicolonial areas as Algeria, French Morocco, 
British Malaya, Anglo-Egyptian Sudan—absorbed about 1% million 
tons in 1935-39 but close to 2% million in 1952.'* Only the United 
States and the United Kingdom exceeded that collective prewar figure; 
the latter’s postwar imports before 1953 had averaged only about 1! 
million, and even an unrationed consumption may not support imports 
in excess of the combined takings of the group. A still larger number 
of countries, none with net imports above 85,000 tons and most below 
10,000 tons, provide a total market for 1 million tons. It is these voices 
that will be subdued or still in the meetings of the International Sugar 
Council. The turns of the market are such that India, which happens 
currently to rank as a major importer, casts its few votes within the ex- 
porter group. 

Among exporters generally, nations with an interest in high “world” 
prices can neutralize the votes of several that would prefer a larger 
volume of free-market trading. Australia and the Union of South Africa, 
which have no export quota at stake, can counterbalance the Dominican 
Republic, a nation capable of exporting more than 500 thousand tons 
on the free market. Brazil, France, and the Philippines, which export a 
trivial portion of their crop on the free market, ofiset the voting strength 
of China (Formosa) and Peru,** countries that enjoy no privileged 

* U.S. Dept. Agric., For. Agric. Serv., Foreign Agriculture Circular, FS 4-53, July 7, 
1953. 

* Peru subsequently refused to sign the agreement. 
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outlets for the great bulk of their production. The position of the Soviet 
bloc is somewhat peculiar. Though the postwar direction of trade might 
justify placing the U.S.S.R. in the importer column, the agreement ex- 
cludes from the free market any sugar shipped to the U.S.S.R. from 
the Soviet satellites. The U.S.S.R. therefore remains in a position to 
strengthen the bargaining position of Eastern European exporters vis- 
a-vis the West. 

Paradoxically, the major exporting nation stands as the chief de- 
fender of the consumer’s interest. What Cuba seeks from an interna- 
tional agreement is not primarily a high price but rather some assurance 
against further shrinkage in the total free market. In selling outside the 
United States, Cuba’s sole competitive advantage rests on an ability 
to offer sugar at prices that look quite unattractive to practically every 
other producing region. Even 2% cent sugar need not be fatal for her, 
and might possibly bring redemption. At that price, expansion by 
competing exporters would run into strong resistance; occasional ex- 
ports from normally self-sufficient countries would be discouraged; and 
the degree of sugar protectionism in the Commonwealth and Continen- 
tal Europe might warrant reappraisal. A dent might conceivably be 
made on the sugar markets within South America, which have been ex- 
panding of late more rapidly than elsewhere but for the most part with- 
out resort to imports. The higher the price target of a sugar agreement, 
the greater the restriction imposed on Cuban production, and the 
broader the umbrella held out to shield Cuba’s competitors. She can 
accordingly be counted on to vote for a relatively high volume and a 
relatively low price, as she did also in the deliberations of the Sugar 
Conference.” 

The distribution of benefits and burdens can hardly be appraised 
as precisely as the interests of participating countries can be pin- 
pointed. That privileged sources of supply come out extremely well, 
there can be no doubt. This is most unfortunate. At the crux of any 
I.S.A. are the restraints that major importers accept upon protected 
domestic output and upon supplies from specially privileged areas. 
Under the L.S.A. of 1937, a serious attempt was made at least to main- 
tain the status quo and to reserve for free-market exporters a share of 
increases in consumption. Now a further erosion of the free market 
has been sanctioned. Consistent with the C.S.A., allowable exports of 
Commonwealth territories are 50 per cent higher than in 1937. Ship- 
ments from the Soviet satellites to the U.S.S.R. are in no way inhibited. 
Up to 175,000 tons that five Western European countries would for- 

* Cf. U.N. Econ. and Soc. Council, United Nations Sugar Conference 1953, Executive 


Committee, Summary Record of Meetings, E/CONF. 15/EX/S.R. 1-17 (Oct. 21, 1953, 
mimeo.), p. 56. 
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merly have imported from the free market are now reserved for exports 
originating within the group. Even the modest obligation to reduce pro- 
tective margins as the free-market price rises (Art. 4, S.A. of 1937), 
in order that domestic consumption might be encouraged and domestic 
production restrained, has now been dropped. In the view of the United 
States Department of Agriculture, neither increases in statutory mar- 
keting quotas of domestic. producing areas nor occasional exports of 
over-quota domestic sugar would violate America’s commitments as an 
importing nation.” 

In other respects also, sheltered exporters stand on firm ground. Be- 
cause they operate planned national economies, Eastern European ex- 
porters escape the duty of having ever to “restrict” production or even 
to report on subsidies. Australia and South Africa, though they vote as 
exporters, need not carry minimum stocks as most free market ex- 
porters are required to do. Under perhaps the most peculiar clause of 
all (Art. 16 (2)), British Commonwealth exporters can renounce all 
obligations, light though they are, if a Commonwealth importer enters 
into a “special trading arrangement” guaranteeing a specified portion 
of its market to any participating exporter. This clause would tend to 
prevent the renewal of such trade agreements as Cuba and the Domini- 
can Republic have recently had with Canada, and Commonwealth ex- 
porters seem to be denying to relatively weak economies the kind of 
guaranteed markets that the British Colonies and the Dominions have 
assured for themselves. 

In the actual allocation of export quotas (Table III), countries 
naturally enjoyed uneven success. Of countries exporting exclusively 
to the free market, Dominican Republic’s basic export tonnage* is 50 
per cent higher, Peru’s 15 per cent lower, than in 1937. Bargaining 
strength must have been a more important consideration than either 
performance or efficiency. Indeed Peru, claiming to be “possibly the 
cheapest producer in the world,” insisted that “Neither the United 
Nations nor the present Conference could press an efficient producer 
to become an inefficient one,’’** and accordingly withdrew its represen- 
tation. Formosa and the Dominican Republic each enjoy a basic quota 
of 600,000 metric tons. The latter’s production has rarely been sufficient 
to fulfill five-sixths of its quota, while Formosa supplied fully a million 
tons as part of the Japanese sugar empire before the war and has since 
exceeded the quota figure under trying local conditions. Indonesia, 


” U.S. Senate, Hearings, op. cit., pp. 4, 52. 


* Quotas actually in effect at any one time will regularly differ from basic export ton- 
nages. Adjustments are to be made, in accordance with prescribed rules, to take account 
of changed estimates of free-market requirements, reallocation of unused quotas, etc. 


* United Nations Sugar Conference, Executive Committee, op. cit., p. 49. 
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TaBLe III.—Free Market Exports AnpD I.S.A. Basic Export Quotas 
(Thousand metric tons) 


Assigned Requested 
Cc Basic Quota “Basic Export a Net Exports 
country 1937 Tonnage” 1951/52 
1953 
Cuba* 940 2,250 2,500 2,362 
Dominican Republic 400 600 700 524 
Formosa b 600 750 398 
Peru 330 280 360 304 
Czechoslovakia 250 275¢ 450 315 
Indonesia 1,050 250 500 8 
Poland 120 220¢ 350 220 
U.S.S.R. 230 200 250 
Brazil 60 175 400 2 
Eastern Germany 1204 150° 250 340 
Mexico 0 75 100 9 
Denmark 0 70 75 104 
Totale 3,623 5,390 7,005 4,905 


® Excluding exports for consumption in the United States. 

> Part of Japanese Empire. 

© Excluding exports to the U.S.S.R. 

4 Prewar Germany. 

* Including unlisted exporters. 

Source: F. O. Licht, Sugar Information Service, Sept. 2, 1953, p. 3. 


which enjoyed the largest export quota of all in 1937, has shipped out 
practically no sugar for the past ten years. But a 250,000 ton quota, 
and a contingent claim to favorable future treatment (Art. 14A (5)), 
have not been enough to win its ratification. Brazil, Mexico, and 
France, while normally self-sufficient, look to export as a safety valve 
for occasional domestic surpluses, and have been provided for in 
various ways under the agreement. 

The Cuban quota of 2% tons can hardly be considered ungenerous. 
The figure is more than twice as large as in 1937, and represents fully 
40 per cent of the total allotment to all exporters. But Cuba’s potential 
for expansion in response to modest price stimulus is enormous. At the 
close of World War II, European beet sugar production was depressed 
as the result of wartime destruction compounded by social and economic 
disorganization, while the export industries of Java, the Philippines, and 
Formosa were temporarily wiped out in the wake of Japanese invasion 
or unsettled political conditions. Cuba helped correct these deficiences 
by contributing almost half of all sugar that moved in international 
trade during 1945-49, protected and free-market supplies alike. Sugar 
production, the basis of her well-being, had by 1952 reached almost 
8 million tons, as compared with a restricted crop of about 3 million 
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tons in 1935-39 and a peak of just under 6 million in the late 1920’s. 

Though still the largest single element in the United States sugar 
supply, Cuba has consequently become increasingly dependent on the 
free market. As recently as the late 1920’s, only one-quarter of her 
crop had to find an outlet outside the preferential American system. In 
the 1930’s, conditions on the island were barely tolerable with a 
million-ton quota under the I.S.A. and twice that volume of exports to 
the United States. The United States of late has been absorbing closer 
to 3 million tons a year. But in the crop years when Cuban exports 
were highest (1947/48 and 1950/51), more than half had to be sold 
outside the United States, many of the necessary dollars coming, how- 
ever, from various U.S. aid programs. Sugar output in importing regions 
generally has now recovered to and in many cases surpassed prewar 
levels. Even without an I.S.A., poor market prospects induced Cuba to 
restrict her 1953 crop to 5% million tons by official decree. With a 
substantial quota under the agreement, her best prospects are to limp 
along at less than two-thirds of productive capacity and a considerably 
lower fraction of obvious potential. 


IV. International Problems of Sugar 


Participants have an official responsibility to initiate programs of 
economic adjustment that “ensure as much progress as practicable 
within the duration of this Agreement towards the solution of the 
commodity problem involved,” and weak provisions do aim at lower 
subsidies and higher consumption (Articles 3-5). But it is fair to say 
that towards the root difficulties of the world’s sugar, the I.S.A. makes 
no contribution whatsoever. 

1. Two world wars disrupted former patterns of production and 
trade, and on both occasions the world temporarily (and rationally) 
turned to low-cost Cuban sugar to make up the deficiency. How is Cuba 
to adjust to a lower level of demand without social disaster? What is 
the peacetime function of an economy whose resources are called into 
full play only after the nations go to war? In a one-crop economy, 
Cuban sugar producers cannot, like growers of many crops in the 
United States, look to the public treasury for supplementary income in 
foul weather.” 

2. The inclination of major importers to supply an increasing por- 
tion of national consumption from protected sources creates great dis- 
parities in the well-being of various exporting regions. In the Caribbean, 


7? While reserves of American wheat and cotton are held in the strong hands of the 
Commodity Credit Corporation, the United States relies on a weak Cuban economy to 
carry the surplus stocks and excess capacity essential for meeting sugar requirements in 
any emergency. 
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Puerto Rico sells its entire output (though not its full potential) at 
the favorable U.S. price; the British West Indies and British Guiana 
currently sell under similarly favorable conditions in the United King- 
dom. The Dominican Republic, however, must market practically its 
entire output at the world price, while Cuba straddles New York and 
points overseas. In the Orient, the Philippines enjoy the U.S. outlet, 
but Formosa (and Indonesia) take what they can get, especially from 
Japan. Political decisions in importing countries, not the efficiency of 
production methods, largely determine the prosperity of exporting 
regions. Cuba and the Dominican Republic, committed to international 
markets for 90 to 95 per cent of their sales, find the limits imposed on 
domestic policy extremely narrow and have little voice in external de- 
cisions that are crucial to their well-being. Several sugar-exporting 
islands enjoy independent nationhood without being viable economic 
units, whereas colonial sugar producers today have the ear and the aid 
of the metropolitan legislature. Is there perhaps a road out of the pres- 
ent difficulties through political federation of tiny economic units, not 
merely within but beyond the British West Indies?** 

3. For several decades, markets have been further disturbed by the 
effects of a technological transformation of sugar-crop production. For 
beets, this process has been largely agricultural, notably mechanization 
of the harvest. It might also perhaps be described as “defensive”: the 
new practices have not generally permitted beet acreages in the United 
States to hold their own in competition with other crops, but at least 
the basis was provided for resisting a strong downward trend. For 
sugar-cane technology, the changes have had far wider ramifications. 
Modernization of processing facilities, improvement in cane transport 
and agricultural practices, and introduction of higher-yielding cane 
varieties, have led the way in transmitting modern science to tropical 
agricultural economies. In this process, free-market exporters fre- 
quently played a pivotal role. In Cuba, the advantages of rail transport 
and highly capitalistic milling have been most fully realized. Java set 
the pace in improving cane varieties. But the profits from scientific 
advance have come to accrue more to their specially favored rivals, 
who are in a better position to make long-term investments with full 
confidence of selling their final output in protected markets. Nationalis- 
tic sugar systems now provide the incentives that nurture the technologi- 
cal innovators, in field mechanization or bulk shipment, while free- 
market producers have become the laggards. 

4. The incentive to promote domestic or empire production has been 
reinforced in the postwar period because more of the sugar available 


* As implied by D. H. Robertson, Britain in the World Economy (London, 1954), p. 84. 
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from free-market sources requires dollars than formerly. However, 
while promotion of dollar-replacing production is in the customary case 
a measure taken to the advantage of relatively weak importing eco- 
nomies and to the disadvantage of relatively strong exporting ones 
(like the United States or Canada), dollar supplies of sugar originate 
in countries (Cuba, the Dominican Republic) that are distinctly less 
prosperous than the major importers. 

If one asks why Cuba nevertheless prefers to restrict its crop severely 
rather than accept payment in soft currencies, the answer is not simple. 
To be sure, the economy has a high propensity to import American 
goods. The United States is a natural source of the rice, lard, cotton 
goods, or wheat flour that Cuban consumers require. Clearly the Ameri- 
can manufacturer of machinery, vehicles, and metal products has an 
edge over rivals in the nearby Cuban market especially when a respect- 
able fraction of the orders for capital goods are placed by American- 
owned enterprises on the island. But part of the explanation lies in the 
fact that any alteration in Cuba’s basic trade or monetary policies 
would jeopardize her delicate position in the American sugar-quota 
system. Despite marketing difficulties, the peso remains pegged to the 
dollar; the alternative of exchange control is not seriously considered; 
and reciprocal preferences with the United States inhibit trade with 
other countries. As a member of the dollar area, Cuba’s ties are 
stronger, but her privileges perhaps less, than her counterpart within 
the sterling area. 

Clearly, to criticize the I.S.A. of 1953 for introducing a “restrictive 
quota system” is to exaggerate its powers. Under present conditions, 
Cuba is inclined to restrict production and to hold stocks, agreement or 
no. What is at fault with the present agreement is that it accepts as its 
main objective the reconciliation of essentially irreconcilable national 
sugar policies, while failing to come to grips with identifiable under- 
lying problems. There may be possibilities of experimentation in politi- 
cal, commercial, monetary, and fiscal directions, that a strictly com- 
modity conference is in no position to explore. From the international 
instrument now in effect little can be expected. 


THE ROLE OF PLANNING IN CONSUMER PURCHASES 
OF DURABLE GOODS 


By RoBERT FERBER* 


The purpose of this article is to report on an investigation directed 
at ascertaining the nature and role of planning in consumer purchases. 
That planning enters into a certain number of consumer purchases is 
not to be denied, nor is the possibility that it may figure in nearly all of 
certain types of purchases.’ Means of forecasting purchases from a 
priori knowledge of purchase plans are attracting increasing attention.’ 

This investigation has sought to determine by repeated interviews 
with the same people the extent to which plans enter into purchases. 
In effect, it has sought to test the usefulness of the panel method in 
throwing light on the following questions: 

With respect to durable-goods purchase plans: (1) For what types 
of goods are such plans made? (2) What is the economic horizon for 
durable-goods purchase plans? (3) With what assurance are such plans 
made? (4) How concentrated is purchase planning among population 
groups? (5) Is planning more prevalent among certain population 
groups than others? 

With respect to the realization of durable-goods purchase plans: 
(1) How important are realized plans in total durable goods purchases? 
(2) What proportion of plans is actually fulfilled? (3) How does the 
proportion of fulfillments vary by the type of good? By the length of 
the plans? By the assurance with which they are made? (4) Do par- 

*The writer, a research associate professor of economics at the University of Illinois, 
would like to express his appreciation to the Graduate Research Board of the University 
of Illinois for a grant that made this study possible. He would also like to thank V Lewis 


Bassie and Marvin Frankel for many helpful suggestions as well as Jean Robbins and 
Phyllis Barnard for their capable statistical assistance. 


* Annual and other surveys of the Survey Research Center of the University of Michigan 
have indicated that many purchases are planned well in advance of actual expenditures. 
See George Katona and Eva Mueller, Consumer Attitudes and Demand (Ann Arbor, 
1953), Survey Research Center Pub., No. 12. The results of the annual intentions-to-buy 
surveys of the Survey Research Center are published in spring and summer issues of the 
Federal Reserve Bulletin. Various marketing organizations also undertake periodic inten- 
tion-to-buy surveys, such as that of the Midwest Farm Paper Unit with reference to 
buying intentions of farm families (The Farmer, St. Paul 2, Minn.), but these are not 
always published and their reliability remains to be ascertained. 


* For a discussion of this question, see J. H. Lorie, “Forecasting Demand for Consumer 
Durable Goods,” Jour. Bus., Jan. 1954, X XVII, 62-70. 


‘ 
‘ 
‘ 
4 
I 


FERBER: CONSUMER PURCHASES—DURABLE GOODS 855 


ticular population groups tend to fulfill a higher proportion of plans 
than others? 

The first of the following sections provides background information 
on the operation of the study—time period covered, location, sample 
design, manner in which the data were obtained, and the questions 
asked. The second section is devoted to an analysis of purchase plans 
and planners, and the third section is concerned with the fulfillment of 
purchase plans. The implications of the findings are brought out in the 
final section, which suggests, on the basis of this study, a number of 
tentative hypotheses on consumer behavior for future investigation. 


I. The Study 


In March 1951 a continuous consumer panel operation was estab- 
lished in Decatur, Illinois, an industrial city of about 60,000 people. In- 
terviews were conducted with about 150 people, representing as many 
families, selected by random methods from tHe cjty’s population, and 
reinterviews were held at the end of each of the following eight months 
and at the beginning of January 1952. Altogether, data were obtained on 
ten waves of interviews, each wave approximately one month after the 
preceding one. Interviews were not always held with the same people, 
however, because of panel mortality, nonresponse and other factors. 
In cases where people dropped out of the sample, replacements were 
secured again by random selection from the city’s population. By this 
means, the size of the panel was maintained at between 115 and 140 
families per month.* 

The total number of families interviewed once or more was 313, 
which constituted 85 per cent of all families approached and 66 per cent 
of the addresses selected for the sample. (The latter figure is low largely 
because of the limited resources available for the study which severely 
limited call-backs.) Of the 259 families that were contacted on one of 
the first 4 waves, about 10 per cent dropped out on one of the following 
2 waves, and only a little more than 80 per cent were interviewed on 
7 waves or more. It is for this reason that the analysis of characteristics 
of the plans and the analysis of fulfillments must be handled separately 
in this study despite the theoretical desirability of the alternate ap- 
proach. The base for the analysis of plans is the 313 families who were 
interviewed once or more. The base for the analysis of fulfillment of 
plans is 131 families, however, because for this analysis it is appropriate 
to include only those families which have reported long enough to allow 


* The effect of the sample design, and of panel mortality, on the validity of the results 
presented here is noted at various points in this study. For a fuller treatment of this ques- 
tion, see R. Ferber, “Observations on a Consumer Panel Operation,” Jour. Marketing, 
Jan. 1953, XVII, 246-59. 
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the fulfillment or nonfulfillment of their reported plans to be checked. 

The question of the possible effect of nonresponse on the results is 
treated separately in the appendix, which also contains more detailed 
information about the questions asked. Suffice it to say here that there 
was some evidence that the nonrespondents were more likely to be 
families making less durable-goods purchases and that the use of the 
panel method may tend to underestimate the degree of fulfillment of 
purchase plans. 

The data sought in these interviews, and the questions asked, were 
essentially the same on all waves. The questions pertained to the follow- 
ing four general subjects: (a) Purchases of durable goods during the 
past month (on the initial interview, during the past six or nine months 
depending on the wave and on what was thought to be a convenient 
reference date), including queries on the circumstances of the purchase, 
period planned, and method of financing. (b) Plans for durable-goods 
purchases during the following nine to twelve months, including time, 
place, degree of certainty, length of plan, and method of financing. 
(c) Economic and political expectations—change in ability to buy dur- 
able goods over the past year; direction of expected change in next six 
months; and expectations with regard to family income, savings, prices 
of particular categories of durable goods, and the international situa- 
tion. (d) Personal and family characteristics—age, occupation, family 
size, family income, maintenance of budget. 


II. Characteristics of Plans and Planners 


The type of people that plan ahead for durable-goods purchases and 
the characteristics of these plans are the subjects of this section. It 
is desirable first to consider what is meant by a “purchase plan” and 
how “durable goods” are defined in this study. 


The Meaning of a Purchase Plan 


The term “purchase plan,” as used in the interviews with the panel 
members, was deliberately not clearly defined, since it was desired to 
learn about purchase plans possessing different degrees of definiteness. 
Thus, respondents having purchase plans were questioned about their 
degree of certainty regarding the purchase, when they planned to make 
the purchase, where they planned to make it and how (cash or credit), 
and how long the plan had been in existence; yet a purchase plan was 
accepted as such even if the answers given on all of these aspects were 
vague and indefinite. A purchase plan was regarded as any item named 
in answer to the question, “As things stand now, are you planning to 
buy any durables between now and next (name of month nine to twelve 
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months hence)? If ‘yes’ or ‘not sure,’ what are you planning to buy?” 
The reason for restricting purchase plans to twelve months in advance 
was to eliminate items scheduled for the indefinite future and regarding 
which the family might have no serious plans, i.e., items where desire to 
buy is not usually matched by ability to buy, such as yachts.* 

The definition of “durable goods” used is the same as that employed 
by the U.S. Department of Commerce’ except for the inclusion of cloth- 
ing and shoes. The change was made partly in the belief that many 
clothing items were at least as durable as other so-called durables—in 
the recent prosperity years, for example, it is a moot point which lasted 
longer, the family car or a man’s overcoat—and partly because of the 
presumed similarity between many clothing items and other durable 
goods from the planning point of view. This similarity becomes even 
stronger if small purchases are excluded from consideration, as is done 
here by limiting the main analysis to durable goods plans involving a 
contemplated expenditure of at least $25, which we shall denote as 
“major plans.” Data with regard to less expensive, i.e., “minor,” plans 
will be presented occasionally for comparative purposes. However, these 
data must be interpreted with considerable caution because of their 
greater susceptibility to underreporting bias. 

In practice, the respondents were shown a card listing about 50 differ- 
ent durable items and asked if they had purchased “‘any durable goods 
in the last month, that is, any goods like those listed on this card.” Later 
in the interview, the question was repeated with reference to durable- 
goods purchase plans. If there was any uncertainty, the respondent was 
encouraged to name the item in question and the interviewer made the 
final determination. 

One may well ask at this point: To what extent do the reported plans 
represent all of the plans in the minds of the respondents? From an 
operational point of view a purchase can not be considered to have been 
planned unless the intention of making the purchase occurred to the 
respondent sufficiently in advance to allow its being reported as a plan 
in accordance with the schedule of the interviews. Hence, the extent to 
which reported plans represent all purchase plans depends not only on 
the memory and knowledge’ of the individual but also on the interval 

*The use of intervals of less than a year raises the question of seasonal influences on the 
results. No adjustment was made for this factor. This was partly because of the difficulty 
of doing so and partly because such effects are not likely to be substantial, since the 


survey covered a period of about a year and the sample size did not change appreciably 
during the study. 

*U. S. Department of Commerce, “Business Statistics, 1953 Biennial Edition,” p. 212, 
footnote 1 to p. 43. 

* Knowledge enters into the picture whenever one individual is asked to speak for a 
group. As the writer has learned in another study (unpublished), many purchases and 
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elapsing between interviews. The shorter the interval, the larger will be 
the proportion of plans that are actually reported (though for some 
purchases involving extensive planning the difference will be negligible). 

An attempt was made to estimate the extent to which plans were not 
reported because of the interval between interviews. This was done by 
ascertaining for each purchase reported how long it had been planned 
and relating this information to the interval between interviews. Ten 
per cent of major purchases reported were said to have been planned 
for less than one month (and 28 per cent not at all), so that the number 
of major plans reported would have been increased by at least 8 per 
cent had the interval between interviews been shortened sufficiently 
(assuming that half of the plans of less than one month had been picked 
up). We must say “at least” because of the possibility that some of the 
purchases reported as not planned might have been reported as plans 
on an ex ante basis with more frequent interviews. 


Characteristics of Plans 


The distribution of both major and minor plans reported during the 
entire course of the survey is shown in Table I by six broad categories 
of durable goods. A plan for a specific good was counted only once, 
irrespective of the number of times it might have been mentioned. As is 


evident from this table, the relative frequency of purchase plans for 
different types of goods differed substantially according to the size of 
the contemplated purchase. Most of the minor purchase plans—those 
involving a contemplated expenditure of less than $25—consisted of 
clothing items, whereas furniture and appliance items comprised most 
of the major purchase plans. Because the differences in plans by ex- 
pected size of purchase are so substantial, the distribution of all plans, 
in the last two columns of Table I, represents a heterogeneous con- 
glomeration not necessarily representative of any size of plans and is 
shown for comparative purposes only. 

The distributions shown in Table I are not necessarily representative, 
either spatially or temporally of other communities in the country. Dif- 
ferences in climate, in economic conditions, in tastes and availability 
of goods (e.g., television, amusement opportunities) would undoubtedly 
alter the “want distribution” of families residing elsewhere. It is not 
unlikely that the war scare existing during most of 1951 because of the 
Korean fighting may have produced an unusually large number of 
appliance and radio purchase plans, items which many feared would 


plans are unreported when one family member reports for the family with reference 
to periods of six months and over. The present study is subject in part to this same 
limitation although the process of repeated interviews would be expected to mitigate the 
influence of this factor on the results. 
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TABLE I.—DIsTRIBUTION OF PLANS BY TyPE OF GOOD AND SIZE OF PURCHASE 


Major Plans Minor Plans Total Plans* 


Purchase Caterry umber Number Number | 


(2) (4) (5) 


Clothing 1 59.5 232 
Furniture and furnishings 3 35.1 277 
Appliances and radios 2 1.2 145 
Auto and auto accessories : 6 37 
Housing ; 0 47 
Miscellaneous : 3.6 16 


Total 100.0 100.0 754 


* Includes 118 items that could not be classified by size of plan. 


be in short supply, as was the case during the second world war.’ It 
should also be noted that this table, as well as all of the succeeding 
material, refers to numbers of plans, not to dollar amounts. 

Ascertaining the length of a purchase plan on an ex ante basis 
involves obtaining two items of information at the time of the inter- 
view—the length of time the purchase had been planned to date, and 
when the purchase is expected to be made. The sum of the answers to 
these two questions is the length of the plan, at least at the time of that 
particular interview. Both of these questions were asked on this survey, 
and Table II shows the distribution of purchase plans by the length of 
time they had been in process, by the length of time expected yet to 
pass before the purchase is expected to be made, and by the total length 
of the plan. 

Perhaps the most striking feature of this table is the length of time 
over which some purchases are planned.* This is brought out if we con- 

*The data in this table, when compared with actual purchase figures, supply strong 
evidence that many minor purchase plans may not have been reported. Thus, the ratio of 
actual major purchases to actual minor purchases was less than half the ratio of planned 
major purchases to planned minor purchases. The size of this difference renders unlikely 


the possibility that it could be accounted for solely by the fact that minor purchases were 
more likely to be unplanned than major purchases. 


* The large proportion of “not sure, no answer” plans is also noteworthy. The fact that 
the length of time plans have already been in process exceeds substantially the time ex- 
pected to pass before the purchases are made, especially for major plans, is probably of no 
significance. The restriction of plans to items expected to be purchased within a year—by 
hindsight, an unnecessarily short interval—undoubtedly directed a great many replies into 
the “not sure” category and accounts for many, if not most, of the replies in that cate- 
gory. 

That a larger proportion of plans have been in existence for a relatively short time— 
less than 1 month or 1 to 3 months—than the proportion of plans expected to be con- 
summated within this interval is also probably not significant but a product of the survey 
design. Disparities in this direction are to be expected when interviews are repeated at 
monthly intervals and new plans therefore frequently picked up almost at their inception. 


(6) 
30.8 
36.8 
19.2 
4.9 
| 6.2 
2.1 
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sider the distribution of the total length of plans, the last column of 
Table II. Ignoring for the moment those plans whose length was not as- 
certained and combining some of the smaller categories yield the fol- 
lowing distribution of the total length of plans by size of contemplated 
purchases: 
Major 
Less than six months 45% 


Seven months to one year 29 
One year or more 26 


100% 100% 


Considering the possibility that most of the plans in the “not sure” 
category were probably quite long, for the reasons stated in footnote 8, 


TasLe IT.—LENGTH OF PURCHASE PLANS, FOR PLANS REPORTED, BY SIZE OF PURCHASE 


Amount of Time Time Expected to 
Actively Planning | Pass before Purchase} Length of Plan 
to Buy is Made (per cent) 
(per cent) (per cent) (3) 
(1) (2) 


A. Major Plans 
Less than one month 
1-3 months 
4-6 months 
7-12 months 
1-1.9 years 
2 years or more 
Not sure, no answer* 


or 
wo 


Total 
B. Minor Plans 
Less than one month 
1-3 months 
4—6 months 
7-12 months 
1-1.9 years 
2 years or more 
Not sure, no answer* 


wr 
AKOAP WE 


— 


38.7 


100.0 


| 


Total 


* Refers to purchase plans having some possibility of completion within 12 months. 


it becomes clear that plans for durable-goods purchases, when they are 
made, are likely to extend over considerable periods of time—in the 
case of major items generally for more than six months.’ 


*An upper limit to the proportion of plans extending more than 6 months can be 
derived by assuming that all plans whose length was “not sure” fell in this category. This 


: 12 
5.7 
17.8 
18.1 2.3 
10.5 12.9 
0 6.7 
0 5.3 
53.3 55.0 
| 100.0 100.0 
7.8 
36.2 
14.3 3.3 
19.6 7.9 
0 4.6 
0 2.0 
46.0 
100.0 
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Purchase plans tend to be long most frequently for housing, appli- 
ance, and furniture items, as is shown in Table III, and within those 
categories longer for major plans than for minor plans. Since Table III 
does not include the time expected to pass before the purchase is made, 
the figures shown underestimate the per cent of plans spanning time 
intervals of one year or more. 

Clearly, considerable variation in the time distribution of purchase 
plans existed by type of good. It is not unlikely, however, that these 
differences may largely be accounted for by two factors: the size of 
the purchase and the extent of family participation in the purchase. 
The dichotomous (major vs. minor) division of purchases and plans 
does not make sufficient allowance for this factor. Thus, few major 


TABLE III.—PLans IN EXISTENCE FOR ONE YEAR OR MORE 


(Per cent of total number of plans in each purchase category) 


Purchase Category Major Plans M a ame 


Clothing 
Furniture and furnishings ; 18.6 
Appliances and radios 
Auto and auto accessories 
Housing 

Miscellaneous 


® Less than 10 plans. 
> No plans reported. 


housing purchases are likely to be less than $50 whereas most major 
clothing purchases probably fall in this range. The larger the size of 
the purchase plan, the longer is the planning horizon likely to be. 

In addition, purchases that would be used by several members of the 
family are likely to have longer planning horizons than others because 
such purchases generally require family agreement, which may be 
preceded by considerable discussion. 

About 6 out of 10 major plans and 9 out of 10 minor plans were 
“sure” or “almost sure” of fulfillment, in the opinion of the panel 
members. These data are generally consistent with those on the length 
of purchase plans by size of contemplated purchase. They appear to 
indicate that minor purchase plans, once made, reach a high degree of 
certainty in fairly short order, whereas major purchase plans progress 


yields an upper limit of 80 per cent for major plans lasting more than 6 months and 
60 per cent for minor plans of this length. The latter percentage, however, might be 
affected by the apparent tendency of respondents to neglect ¢ to mention many minor plans, 
the effect of which on this distribution is not clear. 


| 
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toward certainty (and, as we shall see later, toward culmination) more 
slowly. 

Considerable differences in degree of certainty of purchase plans 
were also evident by type of good. The proportion of major plans re- 
ported as sure or almost sure of completion varied from less than half 
in the case of appliances to more than 5 out of every 6 for clothing 
items. Hence, the percentage of total plans fairly certain of completion 
can not be considered representative of the corresponding percentages 
of purchase categories. 


Characteristics of Planners 


The degree of concentration of major plans among the panel mem- 
bers is shown in Table IV. A fair degree of concentration is evident, 
which is also true of actual purchases reported. This concentration is 


TABLE [V.—CONCENTRATION OF PLANS AMONG PANEL MEMBERS® 


a Per Cent of Families Per Cent of Plans 

(1) (2) 
0 24.4 0 

1 26.7 14.6 

2 23.7 25.9 

3 10.7 17.5 

4 3.8 7.9 

5 4.6 12.5 

6 or more 6.1 21.6 

Total 100.0 100.0 


® Based on 131 families interviewed four times or more. 


accounted for by the existence of different “planning rates,” i.e., plans 
per family, among the different population groups. The groups account- 
ing for the most plans were generally large-size families, professional 
and managerial families, and families whose head was between 20 and 
34 years of age. These are groups which, except for professional and 
managerial families, do not possess much liquid assets or high incomes. 
However, it should be stressed that these findings refer to the number 
of plans, not to contemplated dollar expenditures. 

Examination of the distribution of major plans by type of good 
within the various population groups indicates that the middle-income 
group registered more plans on each type of good than any of the other 
income groups. Professional and managerial families reported more 
plans on most items than any other occupational groups, though furni- 
ture purchase plans were more frequent among skilled laborers’ fami- 


on 
aq 
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lies, and housing and housing-maintenance plans among clerical-sales 
families. As before, furniture, car and housing purchase plans were most 
frequent among families with younger heads. Plans for the same items 
and for clothing were most numerous among large-size families. 

The practice of keeping purchase records also affected plans reported, 
though less than one would expect.’® Families that recorded all pur- 
chases did not report a significantly larger number of plans than fami- 
lies without regular purchase records, but families recording only large 
purchases reported 50 per cent more plans than other families. 

To what extent was the presence or absence of plans related to a 
family’s economic status, its financial outlook, and its general economic 
and political expectations? Families who felt that their financial posi- 
tion had improved in one way or another reported more major pur- 
chase plans than other families. (The same phenomenon was not much 
in evidence for minor purchase plans.) This is the gist of Table V, 


TABLE V.—Mayjor PLANS PER RESPONSE BY PRESENT Economic STATUS 


Ability 
Earnings Ch 3 to Buy 
Change in Relative Change in | Durables 
Economic Status Income* | to Expecta- Liqui Savings® Relative 
tions Assets° to Last 
Year® 
(1) (2) (3) (4) (5) 
Better (More) Al .50 .50 .10 
Same (No change) .085 .38 .35 .19 .26 
Worse (Less) Al .26 38 


* First half of last year relative to first half of this year. Based on 111 responses received 
on Wave 5. 


> Based on 123 responses received on Wave 10. 

© Based on 413 responses received on Waves 1-3. 
4 Based on 115 responses received on Wave 5. 

* Based on 253 responses received on Waves 1-6. 


which presents figures on the average plans per response on various 
questions relating to present economic status. Allowance is made for 
the use of the same questions in more than one wave and for the fact 
that a particular respondent did not always give the same answer to 
the same question over time. 

In almost all cases, families who reported having higher incomes or 
savings or who currently felt in a better financial position reported 
more purchase plans than other families. On the other hand, families 
whose present financial position had worsened did not report signifi- 


* The wording of the questions is given in the appendix. 
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cantly fewer plans than families whose financial position had not 
changed over the past year." 

Income level was found to influence the relationship between pur- 
chase plans and direction of income change (or change in ability to buy 
durables) only to a limited extent. At lower income levels, in this case 
below $4,200 per year, purchase plans were reported more frequently 
by families whose incomes had risen than by families whose incomes 
had fallen or remained steady.’* The same phenomenon was not ob- 
served, however, at higher levels of income. 

More major purchase plans were reported by families expecting to 
be better able to buy durables in the next six months than were reported 
by other families. As is shown by Table VI, the same was not true for 


TasBLe VI.—Mayjor PLANS PER RESPONSE BY FaAmity’s FrNaANcIAL EXPECTATIONS 


Ability to Buy Durables _ | Direction of Change in In- 

Expectation in Next Six Months* come in Next Six Months» 
(1) (2) 
Better (Up) .52 .36 
No change (Same) af ae 
Worse (Down) 13 .36 
Not sure .12 16 


® Based on 384 responses received on Waves 7-9. 
> Based on 794 responses received on Waves 1-6. 


families expecting higher incomes during the next six months (nor for 
minor purchase plans in either case). Again it appears that income- 
change alone is not a very sensitive discriminator between those who 
have purchase plans and those who do not.** 


“ Similar findings have been made with regard to people’s general economic outlook 
and income change over the past year. G. Katona, Psychological Analysis of Economic 
Behavior (New York, 1951), pp. 183-84. Ability to purchase durables would seem to 
be a better discriminator of purchase plans than questions on direction of change in 
income or in savings, which are in effect possible causes of a change in ability to buy. 
Thus, nearly one-third of the reasons for changed ability to buy related to changes in the 
family situation (such as birth in the family), to prices, and to factors other than income 
or savings. Hence, an increase in income or savings could not always be taken to repre- 
sent improved ability to buy durables. At the same time, however, “ability to buy” is a 
rather vague term and may be interpreted by many people as more or less synonymous with 
purchase plans. 

“This may not always be the case, however, for “Many individuals whose rate of 
income has increased over a year feel at the end of the year they are worse off than they 
were at the beginning. . . .” J. B. Lansing and S. B. Withey, “Analysis of Consumer De- 
mand from Repeated Interviews and Reinterviews,” mimeographed copy of paper given 
at Midwest Conference on Research in Income and Wealth, 1951, p. 10. Price move- 
ments are of primary importance in this respect. 


“Though in at least one other study, a larger proportion of those expecting higher 
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It is interesting to note, from Table VI, that families who were not 
sure of their expected trend in income or financial position in the next 
six months reported the fewest purchase plans. With regard to planning 
future purchases, the outlook of such families was clearly not opti- 
mistic. 

A relationship similar to that uncovered between present economic 
status and degree of certainty of purchase plans was detected with 
regard to the family’s financial outlook. Families that were pessimistic 
about their future finances reported fewer purchase plans than families 
optimistic in this regard, but at the same time the plans of the former 
possessed a higher degree of certainty. 

People expecting lower prices in the future generally reported more 
purchase plans than those who did not.’* This is based on replies re- 
ceived to questions on the postponement of purchases in the hope of 
lower prices later on; whether people purchasing durables were likely 
to get more for their money now or later on; and expectations with 
regard to price changes for particular goods over the next six months. 
No differences in purchase plans were evident, however, among those 
having different opinions as to the gravity of the danger of inflation. 
By hindsight it is doubtful if differences would be expected because such 
a question does not relate the current danger of inflation to future price 
possibilities, and therefore may not be too meaningful for the purpose 
of this analysis. 

Respondents who were pessimistic about the international situation 
generally reported more purchase plans than those who were more 
optimistically inclined. This was most evident on questions with regard 
to possible future shortages. Interestingly enough, the average number 
of major purchase plans of those not sure about their answers was 
almost exactly the same as that of the people expecting shortages. 


III. Realization of Purchase Plans 


We now approach the task of determining the extent to which pur- 
chase plans are fulfilled. This section is devoted to two main considera- 
tions: the characteristics of plans that were realized as distinguished 
from those that were not, and the characteristics of families fulfilling 
purchase plans as distinguished from those that did not. Under the 
former heading we shall investigate the relative importance of fulfilled 
plans as well as the degree to which fulfillment of plans appears to be 
related to the degree of certainty and other characteristics of the plans. 


incomes reported durable-goods purchase plans than those expecting less income or the 
same income. G. Katona, oP. cit., p. 183. 

™ However, prices were found to have no effect on plans in another study. Lansing and 
Withey, op. cit., pp. 10-11. 
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The Meaning of a Fulfilled Purchase Plan 


In any study conducted over a limited period of time, a distinction 
between purchase plans that are fulfilled and those that are not en- 
counters difficulty because of the possibility that some plans may be 
fulfilled after the period of study has ended. These realizations would 
not be known to the investigator and, in any straight tabulation of 
plans fulfilled versus plans not fulfilled, would be erroneously placed 
in the latter category. 

In the present study, partial adjustment for this bias was possible 
because of the information obtained for each plan as to when in the 
future the purchase was likely to be made. With the aid of this infor- 
mation, and with a view to making use of as much of the data as 
possible, a plan was defined as “eligible” for study regarding its realiza- 
tion if interviews with that particular family had been made for at 
least three months beyond the date when the plan was expected to be 
consummated. Plans about whose purchase date the respondent was 
uncertain were also included but were treated separately. 

An eligible plan was classified as “not fulfilled” if the purchase was 
not made by the estimated time plus three-months leeway. Again, plans 
with no purchase date were also included in the study of realizations, 
but if such plans had not been consummated, they were categorized as 
“tentatively not fulfilled.” 

To illustrate, suppose a family in April reported plans to buy a pair 
of shoes in June, a portable radio in August, and a car sometime dur- 
ing the year. If the family dropped out of the panel at the end of Sep- 
tember, the planned purchases of shoes and of the car became “eligible” 
plans, but not that of the radio. If the shoes had been bought by Sep- 
tember, this plan was considered fulfilled; otherwise, it was labeled 
“not fulfilled.” If the car had not been purchased by the time of the 
last interview with the family, the plan was considered “tentatively not 
fulfilled.” 

Over 80 per cent of major plans whose timings were known were 
fulfilled within three months of the expected time of purchase, and 
only another 12 per cent within the next two months, so that extension 
of this interval would not appear to have had much effect on fulfillment 
and would have reduced considerably the data available for analysis. 
This is even more true for plans whose timings were uncertain, which 
constituted more than half of all plans reported. Nearly 90 per cent 
of fulfilled plans in this category came within three months of the time 
they were reported and only 3 per cent more in the following two 
months. In addition, there is a prior methodological finding that the 
degree of fulfillment of plans tends to be understated as a consequence 
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of the panel type of operation.*® For these reasons, numerical results 
presented in the following sections with reference to the realization of 
purchases plans are almost certainly on the low side and are to be 
interpreted as general approximations. 


Plans Realized 


Roughly 4 out of every 10 eligible durable-goods purchase plans 
were fulfilled during the period studied; the percentage was about the 
same for both major and minor plans. These fulfilled purchases account 
for more than 57 per cent of all major purchases reported and which 
might have been stated as plans,’® and about 43 per cent of all such 
minor purchases. 

The degree of fulfillment of purchase plans is much higher if those 
plans are eliminated whose time of purchase was reported as uncertain. 
More than half of the plans where a definite time of purchase was given 
were fulfilled, both for major and minor items. On the other hand, for 
plans where no timing was given, a little more than one-third of the 
major plans and one-fourth of the minor plans were fulfilled during 
the period the families were observed. Thus, it would seem that plans 
whose timings are given are more reliable as indicators of future be- 
havior than plans whose timings are not given. 

The degree of certainty regarding fulfillment of a purchase plan, not 
surprisingly, is related to its realization, as is shown by Table VII" 
This table indicates that although degree of certainty is an important 
determinant of realization of purchase plans, it is not a substitute for 
knowledge regarding the timing of the plans. This is brought out 
vividly by Table VIII, which presents data on the proportion of plans 
fulfilled by timing and degree of certainty. 

The bases for these two tables are admittedly not large, but yet 
the main results are clear. Plans stated with any particular degree of 
certainty were much more likely to be fulfilled if accompanied by a 
known time of purchase. If the time of purchase was given, realization 
occurred more frequently when the plan was accompanied by a higher 
degree of certainty. If the purchase was uncertain, however, a low 
degree of fulfillment could be expected irrespective of whether a pros- 
pective date for the purchase could be given. 


*R. Ferber, op. cit., pp. 254-58. 

*The total number of such purchases was obtained as the sum of fulfilled purchases 
and the number of purchases reported on a family’s third interview or later and not 
previously listed as planned but which were revealed to have been planned; more than 
half of the total was in this latter category. The latter determination was made on the 
basis of the family’s response to the length of time that the purchase had been planned. 


“The same conclusion was reached by Lansing and Withey, of. cit., p. 53. 
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Taste VII.—PLANNED Mayor PURCHASES BY FULFILLMENT AND DEGREE OF CERTAINTY 
OF PLAN, Waves 4-10 


(Per cent of total plans in particular category) 


Planned and Bought Planned But Did 


Not Buy* 
(3) 


33 45 
17 17 
11 
39 
100 
18 


Likelihood of Buying 


Timing Given | Timing Not Given 
(2) 


Sure 

Almost sure 

Likely 

Not sure; just thinking about it 


Total 
Number of plans 


* Timing was not given for 40 of these plans. 
Noie: The figures in this table and Table VIII do not correspond with those presented in the 
preceding section, which are based on data obtained on all waves and not on just Waves 4-10 


If anything, knowledge of timing of a plan would seem to be at least 
as important an indicator of its realization as the degree of certainty 
felt by the respondent regarding its consummation. The manner in 
which these two factors complement each other is best illustrated by 
two examples with reference to the purchase of a new car. One man 
may reason as follows: “If I wait till October or November, just before 
the next year’s models are released, I could probably get a current year 
model at a substantial discount. If I can get enough of a discount, this 
is what I'll do. If not, I'll make my present car last another year or 
so.” Here, the timing of the purchase is known, but whether the plan 
will be consummated is uncertain. 

Another man may have a different plan, which runs as follows: “My 
old car is pretty well banged up and can’t last much more than a year 


TasLe VIII.—Mayor PLans FULFILLED By TrMING OF PLAN AND DEGREE OF CERTAINTY 
or PurcHASE, Waves 4-10 


(Per cent of total number of plans in each category) 


Likelihood of Buying — ‘Timing Given 


Sure 61 30 
Almost sure; likely 378 33 
Not sure; just thinking about it 33> 30 


All plans 55 32 


* Based on 8 plans. 
> Based on 3 plans. 


| 
— Total 
(3) 
49 
35 
31 
41 
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or so. I’m doing pretty well these days, so I might as well get a new 
car this year. As soon as I can save up enough for the downpayment, 
I’ll trade in my old car.” In this case, the purchase of a new car is a 
certainty—at least it would be reported as such—yet the timing of 
the purchase would be in doubt. 

Used in conjunction with each other, therefore, these two factors 
may provide some means of distinguishing a priori between purchase 
plans that are likely to be realized and those that are not.’* 

Does fulfillment of durable-goods purchase plans appear to be more 
characteristic of certain types of goods than of others? Despite the 
small sample sizes involved, it does appear that the degree of realiza- 
tion of plans differed, for this sample, by type of good. Irrespective of 
whether the timing of the purchase is known, the degree of fulfillment 
of clothing purchases was significantly above the average as well as 
above that for furniture and for appliance purchases. Whether this 
difference is attributable to the commodities themselves or whether it 
is a manifestation of some other factor—such as higher contemplated 
expenditures for the furniture items than for the clothing items— 
could not be determined from these data. However, some evidence in 
favor of the former interpretation is provided by the existence of the 


same tendency in the case of minor plans for the realization of clothing 
plans to exceed by far—46 per cent as against 25 per cent—that of 
furniture purchase plans. 


Characteristics of Those Fulfilling Plans 


Contrary to the findings with regard to purchase plans, little rela- 
tionship was detected between degree of fulfillment of purchase plans 
and the four socio-economic characteristics on which data were ob- 
tained—age, occupation, income, and family size. In no case was the 
proportion of purchase plans fulfilled by any group significantly dif- 
ferent from the average. In a few instances, there is a clear tendency 
for the degree of fulfillment to be associated in a particular way with a 
characteristic. Although not statistically significant (judging by chi- 
square tests), these instances are mentioned here as suggestions for 
further study. 

One rather pronounced tendency was for such relationships to differ 


* Respondents were also questioned regarding their knowledge of the name of the 
store where the planned purchase might be made. This factor, however, did not correlate 
very closely with the realization of purchase plans and proved a poor substitute for 
knowledge regarding the timing of the purchase or degree of certainty. Such a question 
is undoubtedly too stringent: a high proportion of plans for which a place of purchase 
was given were consummated, but on the other hand a high proportion of plans for which 
the place of purchase was uncertain were also consummated. 
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according to whether the timing of the plan was or was not given. In 
the latter case, no relationship at all was evident between degree of 
fulfillment of plans and any of the socio-economic characteristics. 
Those plans for which the timing was given, however, were character- 
ized by a higher rate of fulfillment among middle-income families 
(income between $2,600 and $6,600) and among families with older 
heads. Professional and managerial families also had a somewhat 
higher rate of fulfillment (62 per cent) of major plans than the average. 

A striking, and not unexpected, difference between purchase record- 
keeping and nonpurchase record-keeping families lay in the propor- 
tion of purchase plans reported with time of purchase given. The con- 
templated time of purchase of more than half of major purchase plans 
mentioned by record-keeping families was known, but the same was 
true of only one-third of the purchase plans reported by non-record- 
keeping families—a statistically significant difference at the .05 proba- 
bility level. For this reason the proportion of all major purchase plans 
fulfilled by record-keeping families exceeded that of other families. 

Relatively few clear relationships between degree of fulfillment of 
purchase plans and economic and political considerations were un- 
covered in this study. A major reason for this may well have been the 
small sample sizes involved. This limitation was of particular impor- 


tance in the present case because each of the questions on this subject 
was asked in only a few waves. (From this point of view, it would have 
been wiser to restrict the questions asked on this subject and to utilize 
exactly the same questions on every wave—assuming that the respond- 
ents would have endured it.) 

Judging by Table IX, showing the proportion of major plans ful- 


TABLE [X.—ProporTION OF MAJOR PLANS FULFILLED, BY PRESENT 
Economic Status OF RESPONDENTS 


(per cent) 


Change in 
Income, First Ch s Earnings Ability 
Half Last Year|} ,. Relative to to Buy 
Economic Status to First Half Liquid Assets Expectations® Durables# 
This Year* 
(1) (2) (3) 


Better (More) 52 48 
Same (No change) 38 44 
Worse (Less) 55 35 


* Based on 144 plans. 
> Based on 126 plans. 
© Based on 139 plans. 
4 Based on 145 plans. 


| 
64 
42 
| 50 
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filled by groups of different present economic status,’* the degree of 
fulfillment was higher for those who felt that their financial position 
had improved over the past year than for others. The differences are 
not statistically significant but are sufficiently uniform—substantial 
for three out of the four questions—to lend them meaning.” 

A higher proportion of plans were fulfilled by those expecting either 
higher incomes or improved ability to buy goods than by those expect- 
ing no change in either of these factors. As between those expecting 
improved positions and those pessimistic about their future financial 
position, however, the evidence was mixed. 

Relatively little information was obtained on the relationship of 
degree of fulfillment to respondents’ expectations about inflation, partly 
because of the small sample size and partly because questions on this 
subject were not asked frequently enough to offset the former handicap. 
Price expectations were obtained from respondents on all waves with 
regard to different types of durables, but the evidence was inconclusive. 
Analysis of this data revealed that only for appliances did degree of 
fulfillment (of major plans) appear to be affected by price expectations, 
being higher for those expecting higher future prices than for those 
expecting stable prices. 

Contrary to what was observed with regard to actual purchases and 
purchase plans, the respondents’ outlook on the general world situa- 
tion did not appear to bear much relationship to degree of fulfillment of 
purchase plans. The degree of fulfillment was much the same irrespec- 
tive of whether the respondents expected our relations with communist 
nations to improve or deteriorate; did or did not think a third world 
war was likely; or thought that the fighting in Korea would soon end. 


IV. Implications of the Results 


In this concluding section we shall restate the findings in the fore- 
going sections in the form of a series of (tentative) hypotheses regard- 
ing consumer behavior. This fulfills a double objective. It indicates the 
nature of the inferences regarding consumer behavior that could be 


*Tn the case of fulfilled plans, the answer on present economic status was taken as that 
given at the time the plan was fulfilled. For other plans, the most usual answer on present 
economic status was employed. The same procedure was followed on the expectations 
questions discussed in the remaining paragraphs of this section. 


* Much the same finding was reported by Lansing and Withey, op. cit., pp. 38-42. In 
addition, from a statistical point of view the comparison between those reporting them- 
selves better off and those reporting no change is more reliable in this case than any 
comparison involving those worse off. The reason for this is that the financial position of 
few respondents at the time the survey was made had declined. As a result, the per- 
centages in this category are based on a much smaller number of observations than the 
others—generally between 10 and 20 plans as against 50 to 75 plans in each of the other 
categories. 
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drawn if the findings were fully established and at the same time it 
serves to stress aspects of the subject on which future inquiry would 
seem most likely to be fruitful.” 

1. Planning is not uniform among population groups. On the basis | 
of this study, the following types of families would seem to have the 
most purchase plans (of one month or longer in length): (a) Families 
in middle-income brackets, with purchase planning being more common 
among upper-income than lower-income families; (b) Professional 
and managerial families; (c) Younger families; (d) Families who feel 
that their ability to buy durables has increased; (e) Families who are 
optimistic over their financial position; (f) Families fearing inflation; 
(g) Families apprehensive of the international situation (and there- 
fore fearful of shortages and/or rising prices as a result). 

2. The population groups doing the most purchasing are also the 
ones doing the most planning. 

3. Large items are more likely to be planned than small ones. At 
least this would seem to be the case when plans of less than one month 
are excluded. 

4. Most durable goods purchases costing $25 or more are planned 
at least one month in advance. This is also true of a significant propor- 
tion of less expensive durable goods purchases. 

5. The planning horizon for durable goods lengthens with the size 
of the purchase. For minor purchases it would seem to be generally 
less than six months. 

6. The planning horizon varies by type of good. In this study, furni- 
ture and appliance purchases were planned, on the average, consider- 
ably longer than clothing purchases. It is suggested that the planning 
horizon of a durable good may be related to the degree of family par- 
ticipation in its use. 

7. The planning horizon of durable-goods purchases rises with 
income level. This generalization may not be valid in the form of a 
continuous (monotonically rising) relationship, and it may in fact be 
largely a manifestation of the fact that the size of a given purchase 
rises with income level. 

8. A large proportion of all durable-goods purchase plans leading to 
expenditures of $25 or more are fulfilled, and these fulfillments consti- 
tute more than half of all durable-goods purchases of this magnitude. 

9. The great majority of durable-goods purchase plans that are ful- 
filled are fulfilled not longer than one month after their scheduled date, 
where a date is given. In this study, the percentage was 74 for major 


"Some of these hypotheses, such as the first and third, have already been advanced 
by George Katona, op. cit., Ch. 5. 


‘ 
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plans. It would be somewhat smaller if allowance were made for plans 
fulfilled beyond the period of observation. 

10. The degree of fulfillment of purchase plans varies by type of 
good. Two possible explanations might be offered for this phenomenon, 
namely, price differences (e.g., furniture purchases may have been 
more expensive than c'othing purchases), and differing degrees of 
family use of the good. 

11. The type of purchase plan most likely to be fulfilled is that for 
which (a) the time of the purchase has been scheduled, and (b) the 
purchase is believed likely with a high degree of certainty. 

12. The degree of fulfillment of major purchase plans is influenced 
in part by one’s present and expected future financial position. The 
chances of a major purchase plan being fulfilled were found to be 
better than average if the respondent improved his financial position 
over the past year or expected an improvement in financial position 
during the coming six months. 

It deserves to be emphasized once more that this was only a case 
study of limited scope and that ‘the findings can not be considered 
definitive. In addition to the limitations of the consumer panel method, 
the analysis relates to unit expenditures (and plans) and many of 
these results would be altered substantially if a similar study were 


carried out in terms of dollar expenditures—a highly desirable project 
for the future. An even more basic consideration is the extent to 
which the findings may have been influenced by the special set of 
economic conditions prevailing during the period of observation. 


Appendix 
A. Effect of Panel Operation on the Findings** 


Effect of nonresponse. Because of the large number of noncontacts, the 
sample was somewhat biased with respect to the population, a bias which lay 
in overrepresentation of larger-size families, families with younger heads, and 
families whose heads were professional, managerial or skilled workers. How- 
ever, no changes of any consequence occurred in the distribution of the sample 
by the population characteristics studied over the length of the operation. 

Refusals were higher among one- and two-member families, the highest 
and lowest income groups, families with heads over 50 years of age, and 
families with heads in manual occupations. In general, these were families 
that reported fewer purchases than other families though not fewer purchase 
plans. This raises the possibility that the degree of fulfillment of purchase 
plans may have been overestimated by the panel operation (or that such 
families were less cooperative in reporting purchases). 

Effect of panel membership. Purchases reported per family increased rela- 


* For further details, see R. Ferber, op. cit. 
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tive to plans reported with length of panel membership. Hence the effect of 
the panel operation may have been to understate fulfillment of purchase plans 
as a result, presumably, of omission of more purchases than plans in the initial 
stages of panel membership. 


B. Wording of Expectations and Budget Questions 


Are your liquid savings (cash plus money in bank plus U. S. bonds) now 
different than they were a year ago? If yes, how? (Waves 1-3.) 

Do you feel that you are better or worse able to buy durable goods now 
than, say, a year ago?** (Waves 1-6.) 

Has your over-all family income in the first six months of this y.". been 
more, less, or about the same as your income in the first half of lasi year? 
(Wave 5.) 

How about your savings? Have you saved more, less or about the same in 
the first six months of this year as in the first half of last year? (Wave 5.) 

As things have turned out, are your family’s earnings more, less, or about 
the same as you expected at the beginning of last year? (Wave 10.) 

In the coming six months, do you expect your family income to be higher, 
lower, or about the same as in the last six months? (Waves 1-6.) 

Do you feel that your financial ability to buy durable goods is going to 
increase, decline or not change over the next six months? (Waves 7-9.) 

How great is the danger of inflation right now? (Wave 7.) 

Do you feel that people buying heavy durables like furniture, appliances, 
and cars now, are likely to get more or less for their money than they are 
later on? (Waves 7-8.) 

In view of recent events, how do you think—(clothing, furniture, car, 
appliance) prices will go in the next five to six months? (Waves 1-10.) 

Is there anything that you believe will be hard to get during the next six 
months because of the mobilization program? (Waves 1-7, 10.) 

Do you expect our relations with the Communist nations to get better, 
worse, or not change during the next six months? (Waves 2-4, 7.) 

Do you think that current armistice talks between the U.N. and Com- 
munist representatives in Korea will end the fighting over there? (Waves 5-6, 
8-9.) 

Does your family keep systematic records of (a) All purchases? (b) Bigger 
purchases only? (Waves 4-9.) 


™ Strictly speaking, this question relates to the respondent’s relative ability to buy and 
not necessarily to ability to buy “now.” Under the economic conditions prevailing at the 
time the survey was conducted, however, the two concepts appeared to amount to much 
the same thing. 
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INCOME SHARES OF UPPER INCOME GROUPS IN 
GREAT BRITAIN AND THE UNITED STATES 


By ALtLan M. CartTEr* 


The recent National Bureau publication by Professor Kuznets, 
Shares of Upper Income Groups in Income and Savings, has provoked 
considerable comment among economists and laymen alike. Perhaps 
most of us would like to accept his statistical findings as final proof of 
Marshall’s hopeful thesis of nearly seventy years ago that “the social 
and economic forces already at work are changing the distribution of 
[income] for the better; . . . they are persistent and increasing in 
strength; and... their influence is for the greater part cumulative.’” 
The National Bureau study has clearly indicated a marked decline in 
the personal income share of the top 5 per cent of this country’s popu- 
lation in recent years “which for its magnitude and persistence is 
unmatched in the record. . . .* However, it is worth noting that Kuznets 
himself has been cautious in drawing conclusions from this wealth of 
statistical material.* With this in mind, it is proposed here to raise 
two questions in assessing the apparent decline of upper-income shares: 
(1) Is the decline of the income share of upper-income groups a unique 
experience of the United States? (2) To what extent has the disposi- 
tion of corporate profits affected these income shares? In an attempt to 
answer these questions the first section of this paper will point up some 
of the similarities and difference of the British experience as compared 
with that of the United States. The second section is intended to show 
that (a) there has only been a relatively small decline in the private 
income share of upper-income groups in recent years, and (b) that the 
marked decline in personal income shares can be largely attributed to 
changes in corporate income positions and dividend policies. 


* The author is assistant professor of economics at Duke University. 

* New York, 1953. 

? Principles of Economics, 8th ed. (New York, 1948), p. 712. I have substituted the 
word “income” for “wealth” in the original quotation, for Marshall uses them almost 
interchangeably in this section. The quotation is in summary of Book VI, “The Distribu- 
tion of the National Income,” and Marshall alternates between the phrases “national in- 
come,” “wealth,” and “national dividend” freely in the same context. 

* Op. cit., p. xxxvii. 

* E.g., ibid., pp. xxvii-xxix, and xxv-xli. 
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I. Comparison of Britain and the United States 


The annually published British income tax data are not as complete 
as those for the United States, but the Inland Revenue reports do give 
the family classification of taxpayers by size of income for 1937-38 
and 1948-49.° These data are sufficient to determine the income shares 
of the upper 5 per cent of the population. 

Adopting Kuznets’ method, the per capita income of each income 
and family-size grouping is determined by dividing the size of family 
for each grouping into the average income for the appropriate income 
class as given in the Inland Revenue income tax tables. Each grouping 
is then ranked by its order class of per capita income (from the highest 
income). Adding cumulatively the number of persons and their incomes, 
one can then cut off the cumulation at points which represent 1 per cent, 
3 per cent, 5 per cent, etc., of the total population and find the cor- 
responding amount of income received by these percentile classes.° 

Table I indicates the results found by applying this method to the 
British material, using three income variants.’ The share of the top 5 
per cent in the distribution of personal income (as defined for tax 
purposes) declined 11.3 per cent from 1937-38 to 1948-49, the largest 
drop being recorded by the top 1 per cent. Somewhat surprisingly the 
share of the 2nd and 3rd percentiles actually increased. Looking at the 
disposable income variant the percentage decline of the top 5 per cent 
is understandably greater and in this case even the 2nd and 3rd per- 
centiles succumbed to the weight of income taxes. For the third income 
variant, corporate savings (undistributed corporate profits net of 
profits tax) have been imputed to income grades on the basis of share- 
holdings and added to the disposable income of each grade. In this 
latter case the percentage decline in upper-income shares is consider- 
ably less than for disposable income alone. 

In Table II the British and American findings for approximately 
similar years are compared,* and it is apparent that the decline in the 
income share of the top 5 per cent has been considerably less in Britain 


* Reports of the Commissioners of Inland Revenue, Cmd. 6769 (Mar. 1946) and 8052 
(Oct. 1950). 

*For a more detailed explanation of methods, see Kuznets, Shares, pp. xxix-xxv and 
Pt. 4. 

"Income variant I in Tables I-III, which is labelled “Personal Income,” is the same 
as Kuznets’ “basic variant” (i.e., personal income reported for tax purposes). See Kuznets, 
Shares, pp. 279-85. 

* The British findings from Table I; the American figures from Kuznets, Shares, Tables 
XI, CXX and CXXII. In the case of the basic and disposable income variants for 1946, 
Table XI and Tables CXX and CXXII do not quite agree; in this instance I have used the 
figures from the latter two tables. Since the British data were only available for the 
1937-38 and 1948-49 years, similar years have been chosen for contrast with the American 
experience. 1946 is included because some of the Kuznets’ figures end with that year. 
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TaBe I.—IncoME SHARES OF UPPER INCOME GROUPS IN GREAT BRITAIN 
1937-38 aND 1948-49" 


(per cent of total income) 


Change as Percent- 


Percentage Band 1937-38 1948-49 age of 1937-38 


Personal Income 
Top 1 per cent 
2nd & 3rd 
4th & Sth 


mow 
ow 


Top 5 per cent 
Disposable Income 
Top 1 per cent 
2nd & 3rd 
4th & Sth 


n 


noc 


Top 5 per cent 
Disposable Income Plus 
Corporate Saving 
Top 1 per cent 
2nd & 3rd 
4th & Sth 


won 


Top 5 per cent : eS, —6.6 


* The writer has prepared a more detailed appendix with tables indicating the manner in 
which these figures were derived, and those for the remaining tables and graphs. Because of 
limitations on space this is not reproduced here. The appendix has been mimeographed, how- 
ever, and the writer will be glad to forward a copy to anyone who is interested in the basic 
data. Address: A. M. Cartter, Dept. of Economics, Duke University, Durham, N. C. 


regardless of the income variant used. One of the most interesting con- 
clusions is that not only have disposable incomes of the top 5 per cent 
declined less in Britain than in the United States, but also that the top 
5 per cent in Britain still retained a larger percentage of total dis- 
posable income than did their American counterparts. The relatively 


TABLE ]1I.—INcOME SHARE OF Top 5 PER CENT OF POPULATION: 
GREAT BRITAIN AND UNITED STATES 


(per cent of total income) 


Great Britain United States 


Income Variant Per- ee 
1937-38 centage 1948 echine to 
Decline 


I. Personal Income 31.1 
II. Disposable Income 24.4 
III. Disposable Income plus 
Corporate Saving re 
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: 37.5 —22.9 
8.4 + 7.1 
5:2 — 9.9 
31.1 |_| —11.3 
11.6 —31.0 
8.1 —13.6 
4.7 —19.6 
24.4 | —21.3 
14.4 —8.5 
8.2 —3.7 
4.6 —6.5 
4 
27.6 11.3 23.8 | 18.2 | 17.6 | 23.5 | 26.0 
19.2 27.1] 17.7 | na. | 34.7 | na. 
25.4 6.6 27.4122) use. | 2.5 na. 
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smaller decline is largely explained by the fact that before the war 
income tax rates were already much higher in Britain than in the 
United States. For example, in 1937 the average tax yield on total 
personal income was about 4 per cent in the United States, and nearly 
10 per cent in Britain. The fact that the top 5 per cent of persons in 
Britain retained a larger percentage of total disposable income is in 
part due to the much higher share of personal income (before tax) 
formerly received by this upper-income group (e.g., 31.1 per cent in 
Great Britain in 1937-38 as contrasted with only 23.8 per cent for the 
top 5 per cent in the United States in 1937).° 

Another conclusion which might be drawn from Table II is that 
taxation was about as important an equalizer in Britain as were 
“natural” forces. The “natural” decline in the income share of this 
group (i.e., the decline in original incomes not directly attributable to 
taxation) was 11.3 per cent in Britain, while the decline was almost 
twice as great in the case of post-tax income. In the United States, on 
the other hand, the decline in the post-tax income share of this group 
(to 1946) was only about half again as great as the percentage decline 
in pretax income. 


II. The Importance of Undistributed Profits and 
Corporate Dividend Policy 


It was apparent in Table II that the decline in income shares of 
upper-income groups in the 1937-48 period was not limited to the 
United States alone, although the percentage decline was considerably 
greater in Britain. Two questions may be asked in regards to this con- 
clusion: (1) what has caused this decline, and (2) can it be expected 
to continue (or at least not reverse itself)? Kuznets comments that 
“the recent decline . . . obviously has various causes. The most prom- 


* Part of the difference between the two countries may also be attributable to differences 
in family size. For example, the Federal Reserve Bulletin’s “1948 Survey of Consumer 
Finances” gives the average size of the American consumer unit as 2.8 persons, while the 
similarly defined British “tax family” is only 2.1 persons. If this is actually the case in 
upper income groups, with larger family units in the United States, the top 5 per cent of 
persons ranked in order of per capita income would include roughly 25 per cent fewer 
heads of households (and presumably proportionally fewer income earners) than in Britain. 
This problem arises not only when comparing two countries, but also over time within 
any country. This is one difficulty with per capita income measures, for they are based 
on two important variables, income and family size. For example, if all dependentless 
married persons in the United States with incomes above $6,000 decided to have a child 
or to support a relative, and if the size of families in the case of other income groups 
remained unchanged, the income share of the top 5 per cent of persons in the United 
States would immediately fall by almost 20 per cent. It would be interesting to know if 
this factor contributed to the decline in the personal income share of this group as indi- 
cated by Kuznets. 
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inent are the reduction of unemployment and the marked increase in 
total income flowing to lower income groups; shifts in the saving and 
investment habits of upper income groups which may have curtailed 
their chances of getting large receipts from successful venture capital 
and equity investments; lower interest rates; and steeper income 
taxes.’””° Two items not mentioned, although of major importance, 


% 


Gross Corporate 
Profits 


Dividend 
Payments 


T 


T 


1920 1925 1930 1935 1940 


* Kuznets, Shares, pp. xxxvii-xxxviii. 


1953, XX XIII, 10-11, Table I. 


1945 1948 
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Ficure 1. Gross CoRPORATE PROFITS AND DivipEND PAYMENTS AS PERCENTAGES 
or NATIONAL INCOME: UNITED STATES, 1920-48 


were the impact of corporate profits taxes and the dividend policy of 
the corporate business sector. These two, it will be indicated below, 
were almost as important as all the above items added together. 
Figure 1, based on national income estimates,” traces the move- 
ment of gross corporate profits (before tax) and dividend payments 


“For period 1919-28, see Kuznets, National Income and Its Composition, 1919-38 
(New York, 1941), Vol. I, Table LIX, p. 326; for 1929-48, see Surv. Curr. Bus., July 
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to the public in recent years in the United States. Since approximately 
1940, dividends have behaved in a most unprecedented manner. From 
1921 to 1940, dividend payments accounted for at least 5 per cent of 
national income (with the exception of only two years: 4.7 per cent in 
both 1921 and 1938); but from 1942 to 1948 they averaged only 2.9 
per cent of national income. This sudden decline in dividends relative 
to national income occurred just at the time when pretax corporate 
profits were climbing to a record peak. Even as a percentage of post- 
tax corporate profits, dividend payments declined from 72 per cent in 
the 1920’s to only 37 per cent in the period from 1942 to 1948. Since 
dividends are more unequally distributed than any other major com- 
ponent of personal income, this radical change in corporate dividend 
policy has had a marked effect in diminishing the relative share of 
upper income groups in total personal income since 1941. 

If we are interested only in income inequality from the viewpoint of 
persons as consumers, it is only necessary to look at personal and dis- 
posable incomes; but if, on the other hand, we are interested in inequal- 
ity as it arises in the market from the play of economic forces, we must 
look at all private incomes before they are subjected to tax. To measure 
this economic inequality, undistributed profits before tax must be 
added to personal incomes.** The imputation of corporate profits to 
stockholders, however, is an act which gives cause for some theoretical 
qualms for at least two reasons. 

First, information on the ownership of stocks by income grades is 
not perfect, since it largely depends upon sampling of tax returns. 
However, in the succeeding paragraphs Kuznets’ estimates of the share 
of the top 5 per cent in total dividend receipts will be used for the 
United States, together with estimates by the present writer for the 
British case.** Both estimates are subject to some margin of error, but 
should be sufficient to give a roughly accurate picture. 

Second, there is some dispute as to whether or not gross undistributed 
profits can be properly allocated to stockholders as imputed income. 
Kuznets doubts the validity of imputing met undistributed profits to 
shareholders, and presumably would be even more hesitant about 


* Kuznets added corporate savings (post-tax undistributed profits) to disposable in- 
come, commenting that “the effect on the decline in shares of upper income groups since 
1939 is moderate” (Shares, p. 38). Adding corporate savings only reduced the decline 
in the share of the top 5 per cent by one-fourth, but had corporate savings been added 
to personal income shares, the decline from 1939 to 1946 would have been reduced 
by almost one-half. This would seem a rather major change. 

*See Kuznets, Shares, Table CXXIII, p. 649, for share of top 5 per cent in various 
types of income in this country. For Britain, see Cartter, “A New Method of Relating 
British Capital Ownership and Estate Duty Liability to Income Groups,” Economica, 
Aug. 1953, XX, 247-58, and The Redistribution of Income in Post-War Britain (New 
Haven, 1955), Ch. 11. 
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including corporate profits-tax liabilities as imputed income.’* While 
this is undoubtedly correct when viewing persons as consumers (or 
disposers of income), the position is taken here that to measure the 
inequality of income arising out of the sum of market-determined 
factor rewards it is necessary to include all imputed income. Therefore, 
even corporate profits tax liabilities must be included if these taxes are 
paid out of earnings which, in the absence of this tax, could have been 
paid out in dividends. 

At this point it may be argued that some of the profits tax may not 
actually be paid out of stockholders’ claims, but is perhaps shifted 
either forward to consumers or backwards to wage-earners or other 
factors, so that gross undistributed profits are always inflated by these 
shifted amounts. Since there exists this uncertainty as to the precise 


Taste III.—INcoME SHARE OF Top 5 PER CENT OF POPULATION IN PERSONAL AND 
PRIVATE INCOME: GREAT BRITAIN AND UNITED STATES 


(per cent of total income) 


United States 


Great Britain 


Income Variant 
Percentage 
1937-38 | 1938-39 Change 


Percentage 
Change 


1937 1948 


31.1 27.6 —11.3 17.6 —26.0 


I. Personal Income 
II. Private Income 


(Assumption 1) 34.3 36.0 + 5.0 25.0 23.7 — 5.3 
III. Private Income 
(Assumption 2) 31.9 30.9 = 3.9 24.2 21 2 —12.8 


incidence of the profits tax, pretax undistributed corporate profits will 
be added to personal incomes in Table III on the basis of two different 
assumptions: (1) that no part of the tax is actually shifted; and (2) 
assuming that Musgrave’s “standard case” is correct, and that about 45 
per cent of profits taxes are shifted to consumers and wage earners, 
the remaining 55 per cent falling on stockholders’ claims.** Under 
assumption 1, gross undistributed profits are imputed to shareholders, 
and under assumption 2 corporate savings plus 55 per cent of the profits 
tax liability are so imputed, percentage shares now being determined 
with reference to a new aggregate income. 

Table III indicates the percentage share of the top 5 per cent in 
total private income (7.e., personal income plus undistributed corporate 
profits) under these two assumptions. The picture is quite different 
for private income than for personal income. While the personal income 


™ See Shares, pp. 37-38. 
*R. A. Musgrave, et al., “The Distribution of Tax Payments by Income Groups,” Nat. 
Tax Jour., Mar. 1951, IV, 1-53. 
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share of the top 5 per cent in Britain declined roughly 11 per cent in 
this period, the share of private income increased 5 per cent if we 
assume no tax shifting, and declined only 3 per cent allowing for the 
shifting of almost one-half of the profits tax. In the United States the 
very marked decline of 26 per cent in the personal income share of this 
group from 1937 to 1948 dwindles to about 5 per cent under the 
former assumption, or almost 13 per cent if we assume partial shifting 
of profits taxes. 

The conclusion from Table III, comparing 1937 and 1948, is that 
the decline in the income share of the top 5 per cent of the population 
in both Britain and the United States has been moderate (and possibly 
nonexistent in Britain) when account is taken of the distribution of all 
factor rewards before tax. Kuznets’ conclusion that “In trying to 
describe the average level and structure of upper group shares we are 
confronted by the fact that they have declined drastically since 1939,”*® 
does not apply if we impute pretax profits to shareholders. 

However, if we go back a decade to 1929 a sharp downward adjust- 
ment of the level of upper-income shares in private income is apparent. 
In Figure 2 the percentage share of the top 5 per cent income group 
in personal income and private income (based on assumption 1 above) 
is shown for the United States for the years 1920-48. The personal 
income share was relatively stable from 1920-1939, the sharp down- 
ward step occurring in the years 1940-44. The private income share, on 
the other hand, drifted upwards during the 1920’s, but never fully 
recovered after the sharp dip in 1930-32. Comparing the 1940-48 period 
with the decade of the 1920’s, the personal income share of the top 
5 per cent declined 25 per cent (6.2 percentage points) while the 
private income share dropped just under 11 per cent (3.1 percentage 
points). If we fit a trend line (least squares) to the data for the two 
different measures, the slope is substantially less for the private-income- 
share series (—.113) than for the Kuznets’ series (—.295). 

Economists used to assume that income inequality increased during 
prosperous years and decreased during depressions, due to the relatively 
sensitive nature of property incomes. We might conclude from the 
findings above that this still tends to be true if we observe variations 
in shares of private incomes as determined by the market. However, 
the increased importance of the corporate business sector in the 
economy, and the post-1938 tendency of corporations to pay out a 
smaller percentage of profits in dividends, is apparently having the 
opposite effect on the distribution of personal income. The modern 
corporation appears to be acting (albeit unintentionally) as a major 


Shares, P. XXXV. 
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1920 1925 1930 1935 1940 1945 1948 
Ficure 2. PERCENTAGE SHARE OF Top 5 PER CENT OF PERSONS IN PERSONAL 
INCOME AND PrIvATE IncoME: UNITED StaTEs, 1920-48" 


*Trend computed by least squares method. The origin is 1934; the slope of the trend 
line (the value of b) is —.295 for Personal Income and —.113 for Private Income. The 
trend obviously cannot be linear over long periods of time, but this shows the major 
difference in the trend of upper income shares based on the two different income series. 


force for income stabilization. But if corporations were to change their 
minds and pay out all net profits in dividends, th. dramatic decline in 
personal income shares illustrated by Kuznets would be substantially 
diminished. For example, if 100 per cent of post-tax profits had been 
paid out in 1939 and 1948, the decline in the share of the top 5 per cent 
of the population would have been only 8% per cent rather than 25 per 
cent. If we add to this the possibility of a reduction in profits tax rates, 
we would have to conclude that the post-1939 decline in upper income 
shares in this country not only could be reversed over-night, but that 
it could almost be wiped out without any change in the other causal 
factors listed by Kuznets. 


883 
% 
30 
| 
pod A 
\ 
“Tl Vi 
VA 
i] 
20 \j 


FULL EMPLOYMENT—1954 MODEL 
A Review Article 


By Paut J. STRAYER* 


The commitment of the federal government “to use all practicable means 
. . . to promote maximum employment, production, and purchasing power,” 
the establishment of the Council of Economic Advisers and the creation of 
the Joint Committee on the Economic Report have been widely hailed as 
indications of the assumption of federal responsibility for general economic 
welfare of the nation. The support given by President Eisenhower to the 
Council and his request for modifications in the original Act designed to 
strengthen the Council administratively indicated the validity of the earlier 
premise that the commitment to economic stabilization transcended political 
boundaries and was on a permanent basis. 

This article will review the three documents of the current year that are 
issued annually under the terms of the Employment Act: the Economic Re- 
port of the President, the Hearings before the Joint Committee on the Eco- 
nomic Report and the Report of the Joint Committee on the Economic Report, 
all published between January 28 and February 26, 1954. A review of these 
documents affords an opportunity to appraise current attitudes within the 
executive and legislative branches of government and also the prevailing 
views of both professional economists and interested citizen groups. Although 
these statements focus on the current economic outlook and administration 
policy recommendations they reveal the longer-range views of the interested 
parties. It is the latter aspect of these reports that will be emphasized. As this 
is written in August any attempt to exercise the role of hindsight critic of 
the forecasts and policy recommendations for the short run is both premature 
and, in view of the still uncertain outlook, likely to prove wrong. Perhaps the 
best characterization of what has happened since the time of the reports is to 
say that neither the extreme optimists nor pessimists have been correct. No 
cumulative downward spiral has been experienced nor has a decided upward 
trend set in as suggested by those who characterized the situation in the 
winter months as a rolling readjustment or at worst a minor inventory 
recession. 


I. The Economic Report of the President 


The Economic Report of the President may be favorably compared with 
previous editions. It is encouraging to find a clear statement of the necessity 
of maintaining a flexible policy designed to be adaptable to new situations as 


*The author is associate professor of economics at Princeton University. 
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they arise, and an administration position that for the first time places real 
emphasis upon the desirability of price stabilization. In sharp contrast to 
previous Reports the positive role that must be played by fiscal and mone- 
tary policy in achieving the objectives of the Employment Act is made clear. 
This position is carried over into major recommendations in the fields of taxa- 
tion, credit policy, and public-works planning and preparedness. The Council 
should also be complimented on the improvements they have made in the 
coverage and detail in the statistical supplement of the Report. Were it not 
for the omission of the Nation’s Economic Budget this would be the most useful 
statistical supplement yet prepared. 

Several innovations in the new report deserve separate mention. One is 
the return to the original practice of presenting to the Congress a single 
report of the President, not a brief presidential report combined with a 
longer report of the Council. A second is the maintenance of primary focus 
upon the economic stabilization program of the government and the avoidance 
of the tendency, so pronounced in the earlier administration, of including all 
administration reform measures within the Economic Report. 

In spite of the many favorable features of the Report it has one glaring 
weakness. This is the unwillingness of the President and his Council to project 
into the future the levels of income, employment and production that must 
become the benchmarks for stabilization policy. Some generalizations about 
the necessity of continued growth are to be found, but the failure to make 
these generalizations concrete and the frequent refuge taken in comparisons 
with earlier years without adjustment for normal growth factors, stich as 
increases in productivity or population, greatly detract from the force of the 
document. There is reason to have some sympathy with the Council and the 
Executive in what must have been a conscious decision to abandon the projec- 
tions of the Nation’s Economic Budget type. In many persons’ minds these 
projections are associated with a degree of government intervention that runs 
directly in opposition to the basic economic philosophy of the administration. 
Model projections also invite reaction when not realized and may have a 
tendency to lead to overcompensation that will result in an inflationary bias. 
The failure of the forecasts following the second world war can also be cited 
in defense of the Council. However, the Employment Act of 1946 requires that 
the President’s Report should set forth “the levels of employment, production, 
and purchasing power obtaining in the United States and such levels needed 
to carry out the policy declared in section 2” (section 2 being the general 
declaration to use all practicable means to promote maximum employment, 
production, and purchasing power). It must be concluded that something 
more than is found in the 1954 Report is required. This fact is noted by many 
witnesses in their testimony before the Joint Committee on the Economic 
Report and by the Committee itself which has had such projections prepared 
and added them as an appendix to their report. 

The issue involved is an important one, and it must be faced directly if it is 
to be resolved. One aspect of the issue is the compatibility of price stabiliza- 
tion with employment and production maximization in the short run. There 
is evidence between the lines of the Report that A. G. Hart’s dilemma of 
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the whistle indicating need for action to reduce unemployment blowing at the 
same time the gong rings to indicate the need for restrictive action to check 
inflation is very much on the mind of those who wrote the Report. The earlier 
mentioned emphasis upon the need for price stabilization and the desirability 
of flexibility in government programs and policies are the major ways in which 
the Report takes up this issue. Until this issue is resolved there is danger that 
pressures from the public and interest groups will work against price stabiliza- 
tion and the preservation of the maximum influence of the mechanism of the 
market. 

The major positive action recommendations of the Report are upon prepa- 
ration for programs to be used at some unspecified time in the future and 
upon tax revision. Additional recommendations dealing with extension of 
unemployment insurance and old age and survivors insurance, housing legisla- 
tion, and agricultural policy are properly related to the stabilization program 
of the administration but not central to it. In fact, the agricultural proposals 
which have finally been enacted in the form of more flexible support levels 
and an early adoption of a modernized parity formula, may even work 
against the short-run stabilization of employment and output. It is my convic- 
tion that this decision was a wise one but it thereby places the burden of proof 
upon the administration to otherwise strengthen its income-stabilization 
measures. 

The importance given to the tax legislation in the Economic Report and by 
the administration in other presentations requires that some specific comment 
be made about it. The tax bill as proposed and passed gives something to 
almost everyone, including working mothers, the aged, fathers of college stu- 
dents who earn more than $600 in a year, persons who are willing to write irre- 
vocable insurance policies for the benefit of their heirs, and all those who may 
benefit from an increased allowance for medical expenses, an extension of the 
already excessive depletion allowances given to extractive industry, and 
the lowering of individual income tax rates as the result of the automatic 
return to pre-Korean levels as provided by law. However, the important 
features of the act that affect business and individual spending or income 
concern depreciation, loss offsets and relief for dividend income. 

As finally passed the provision for relief from double taxation of dividend 
income was so reduced that it cannot be of major significance except as a 
symbol of the attitude of the new administration. The Economic Report and 
other administration statements stress the need for relief of double taxation of 
dividend income and the danger of the reduction of investment incentives 
resulting from the current tax system. However, no convincing evidence was 
produced to support the contention that incentives have been reduced, and 
contrary evidence available in the record of investment and business activity 
over the years of high tax rates was ignored. The familiar double-taxation 
argument was not supported by any firm position on the question of the 
incidence of corporate taxes and was presented without regard to the wind- 
falls in capital values that would accrue to current holders of common stocks. 
Certainly either the actual reduction of 4 per cent passed or the original 15 
per cent measure proposed could not be expected to provide any major 
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stimulus to recovery in the short run. Both can be justified only as long-run 
reforms and this is less than certainly the area most in need of reform. Cor- 
porate managements are not going to be greatly affected in their investment 
decisions by a reduction in stockholder taxes, and the relief to the stockholder 
is not likely to increase greatly his private consumption or to affect markedly 
the supply side of the capital market. One must conclude that only as a 
psychological force is the dividend exemption a major factor. No one can 
deny that this may be potent in certain periods but it can as easily lead to a 
boom-and-bust movement as to a healthy stabilization of the economy. 

The granting of greater freedom to take depreciation in the early years of 
the life of an asset and the extension of the loss carry-back to two years are 
both widely approved recommendations and should work in the direction of 
reducing risks to the investor and management as well as increase the equity 
of taxation. As of the moment, however neither of these provisions can do 
much to correct a temporary slump. The new more liberal depreciation policy 
will be restricted to new investment only, and the carry-back extension of one 
year can hardly be a major factor in current investment planning. If the 
general outlook is bad, a slight concession for losses cannot offset the general 
fear of excess capacity and price decline. 

In much of the debate over the tax program as presented in the Report 
and elsewhere the argument ran that the Administration was following the 
“trickle down” theory of recovery and that the alternative was the stimula- 
tion of consumption demand. From this writer’s point of view the administra- 
tion position was one that in essence denied the need for immediate counter- 
cyclical action and concentrated on tax reforms that were in line with the 
promise of the Republican party for many years that the burden on the 
wealthy would be reduced and that whatever could »e given in the way of tax 
reduction would be accomplished with the greater emphasis upon the business 
and upper-bracket taxpayer. The history of the tax © il has largely been ig- 
nored, but it should be remembered that the major fea‘ures of the bill were 
developed before the recession was widely feared and were largely drafted in 
the Treasury under a Secretary who is generally conservative and devoted to 
the principle of the balanced budget. This leads to the conclusion that the 
Treasury program should be judged primarily as a long-run reform measure 
and only secondarily, if at all, as a stimulant to recovery. This way of viewing 
the program might again focus attention on the effectiveness of investment 
stimulation versus stimulation of effective demand for consumers’ goods, but 
in the author’s mind would properly lead to the conclusion that one could 
complement the other and that without sustained and growing consumer de- 
mand the most radical stimulation of investment would be of little value even 
in the short run. Another interpretation that makes some sense in light of the 
Report is the belief widely held within the administration that the indication 
of a favorable climate for private business can become an important positive 
influence upon investment. This is in line with the earlier mention of the 
possibility of psychological factors, but in the minds of some is believed to be 
even more important. 

A final comment upon the President’s Report cannot be avoided. This is 
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the Report’s vaguely comforting but basically misleading characterization of 
the current recession as an “inventory recession.”” The implication drawn in 
various degrees from such a statement must be that in some way this has 
explained the reason for the depression and guarantees that it will all be over 
as soon as the excessive inventories are removed. The parallel with the 1948- 
1949 recession is also drawn with obvious comfort to all concerned. This writer 
would like to protest vigorously about this tendency. If inventories are ex- 
cessive the reason for this fact must be explained. If reduction of inventories 
means fewer orders and weak markets this is reflected in employment, incomes 
and prices to varying degrees. Excessive inventories in the hands of producers 
or distributors may reflect excessive inventories in the hands of consumers. 
All in all this label is one that has surprisingly little meaning in terms of real 
analysis, yet it beclouds the real issues that confront the government official 
and the public at large. In the same category is the easy generalization that 
the volume of liquid assets will prove to be a stabilizing force. To some extent 
this may be true but a much more accurate picture would be given if the total 
asset and liability position of the consumer were used and more attention 
were directed to the concentration of liquid assets in the hands of the upper- 
income groups. The Council Report is no worse than most treatments of these 
subjects, but the profession should shun such statements with all possible 
vigor. 

On balance the Report must be compared favorably with previous ones. 
It is free from so much of the exhortive language that marked the first reports 
of the Council. We may conclude that the continuance of this periodic report 
under the Employment Act is worth while. Differences in interpretation of 
economic trends and the economic outlook can easily explain the lack of posi- 
tive program recommendations of a stimulating nature. The Report and its 
basic approach guarantee, however, that in the event of continued difficulty 
or growing unemployment the new administration will not be found lacking 
in willingness to commit the full resources of government to the task of 
stimulating the economy. Its unwillingness to act now or in January 1954 
can be laid largely upon their basically optimistic appraisal of the economic 
outlook and their firm desire to avoid precipitate action that would multiply 
the problems of the functioning of the market as the allocator of resources 
and distributor of incomes both directly and as the result of price inflation. 


II. The Hearings before :te Joint Committee on the Economic Report 


The Hearings before the Joint Committee follow the pattern of most Con- 
gressional Committees. Administration witnesses present the official line, 
minority Senators and Congressmen try to find the holes in the official line, 
interest groups have their day, the government experts present the facts in 
long supplemental statements packed with statistics and avoiding policy 
recommendations, and the whole is larded with the sort of humor that can pass 
for such only under the protection afforded by Congressional immunity. This 
particular set of hearings is noteworthy in only a few particulars. One on the 
adverse side is the obbligato played by Congressman Wright Patman on the 
theme of the perfidy of the bankers in general and the Federal Reserve in 
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particular. After the fifth extraneous diversion in this direction the author 
lost count but too much time was spent in the pursuit of the favorite whipping 
boy of the Congressman from Texas. His position is further clarified by his 
attack on the Council for including the stabilization of prices within the frame 
of reference of the Employment Act and his statement that “a stable price 
level is not a consideration written into the act at all” (p. 776). 

Much more encouraging is the strong case made by Secretary Benson for 
the flexible support and modernized parity farm program, and the most 
effective testimony by Robert Moses on the need for more federal assistance 
for public works if they are to be effective in stabilization policy. Secretary 
Benson should be complimented for his frank, honest and generally well- 
reasoned presentation of the Administration program. Whether one agrees 
with him or not, it is refreshing in this politically sensitive area to find the 
parity formula subject to question and an intelligent recognition of the 
changes in agriculture due to technology and shifts in domestic and foreign 
demand. Robert Moses states in his typically forthright manner that he can- 
not believe that the need for government programs to stop depression has 
ended and that the claims of the Council based upon the backlog of state and 
local projects are much too optimistic. He says, “There is not a state, city or 
municipal subdivision in the country which can, on its own, finance a depres- 
sion construction program sufficient to make a real dent in the employment 
problem. Federal assistance is required.” He recommends that as much as two- 
thirds of the cost of an antidepression public works program should be borne 
by the federal government. 

The other major sessions of the hearings of greatest interest were the one 
where the major farm, business and labor organizations had their say and 
the final day when three economists of diverse views held forth on the 
economic outlook in general. As might be expected the national labor groups 
found much to criticize in both the administration’s analysis of the current 
situation and its program for the future. What impresses, however, is the 
quality of the analysis and debate as presented by the leading labor organiza- 
tion representives. Less expected is the division of the farm organizations two 
to one in favor of the administration’s flexible support program. 

The business organizations approved the analysis of the current outlook 
and policy recommendations of the administration. Both the Chamber of 
Commerce and the National Association of Manufacturers took the position 
that the current recession was a healthy readjustment and that left to itself 
the business community could quickly reverse the downward trend. The failure 
to look ahead at the expansion required to maintain full employment found 
in the President’s Report is repeated by the two above-mentioned organizations. 
The testimony of the Committee for Economic Development is somewhat more 
positive than that of the other organizations and stresses the need for not only 
action to gain built-in flexibility in the budget but also action to gain greater 
administrative flexibility to counter any further swings in the cycle. Still 
favoring a maximum role for the market the CED places much more emphasis 
than the other business groups upon the positive role of government. 

The final panel hearing devoted to the general economic outlook had as 
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members Martin Gainsbrugh of the National Industrial Conference Board, 
Alvin Hansen, and Edwin G. Nourse. All three took a somewhat more pessi- 
mistic view of the business situation than found in the President’s Report. In 
part this reflects the lapse of time between the drafting of the Report and the 
February 18th date of the panel hearing. It may also reflect the fact that 
none of the members of this panel had to worry about the effect of their state- 
ments upon the general climate of opinion or the political situation. The dif- 
ferences among the panel increase as they discuss the policy recommendations 
of the President. Gainsbrugh confines his testimony almost entirely to the 
forecasting of the economic outlook and only by drawing some inference from 
his omission of a discussion of policy issues can anything be said about his 
policy views. This is surprising as the panel members had been asked to discuss 
the administration’s program as well as the the economic outlook. Hansen’s 
statement is of interest as he seems to be returning to his earlier position 
that there is need for continued government investment to fill the gap which 
will otherwise cause stagnation. He minimizes the danger of inflation and 
stresses the relative stability of the economy since the end of the immediate 
postwar inflation in 1948. A new element is added in his emphasis upon the 
need for flexibility in government programs to maintain an even keel. Need 
for bold action now is his theme and is well buttressed by an independent 
analysis of the required expansion if full employment is to be maintained. It 
is rather surprising to find Nourse the most pessimistic of the three in terms 
of the shoxt-run outlook, although one feels he is returning to a more familiar 
position when he favors the use of exhortation to stimulate the business com- 
munity and to bring about the required but still unspecified adjustments in 
price relationships. The difficulty of gaining effective control of the government 
program so that in magnitude and timing it is more nearly appropriate is also 
emphasized in his testimony. 

Looking at the hearings as a whole one is impressed by the failure of the 
Joint Committee on the Economic Report to schedule even one day on the 
question of taxation and fiscal policy. The importance of the tax program in 
the thinking of the administration is reflected in the testimony of Secretary 
Humphrey and other administration witnesses as well as the frequent mention 
of this subject in the statements of other witnesses. The decision of the Com- 
mittee to devote most of the hearings to the outlook in different sectors of 
the economy and the shortness of time may explain this omission, but hind- 
sight suggests that a more productive set of hearings will be forthcoming in 
the future if this omission is not repeated. Since Congress is still divided on 
the specific questions of policy that it must resolve if effective countercyclical 
action is to be taken, there cannot be too much discussion of the specific issues 
of policy such as taxation. The other major observation is that there seems to 
be very little that is new or even provocative in the 899-page hearings. In 
large measure the fault is the economists’, but it is the author’s view that 
should fewer panels be called and more time devoted to the exploration and 
debate of policy issues the chances of new and useful material being produced 
would be enhanced. At no time throughout the hearings are the choices of 
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policy really presented systematically and debated. The ever-present danger 
that major changes in the economy will come about without any considera- 
tion of the alternatives open in the realm of public policy which might alter 
the course of events continues unabated under such a review of the economic 
situation as conducted by the Joint Committee. 

To inject a more approving note in this appraisal of the hearings, one can 
not help but be impressed by the relatively high level of economic understand- 
ing of the members of the Committee. There is still much room for improve- 
ment in this regard but in contrast to the behavior of other Congressional 
committes the level of the discussion is high. 


III. Report of the Joint Committee on the Economic Report 


Perhaps the most significant feature of the Report of the Joint Committee 
is that it takes a much more positive position than the Report of the President 
about the need for action to maintain full employment now. In contrast to some 
of the earlier Reports the majority and minority are in substantial agreement. 
This is true in spite of the supplemental statements included by the Demo- 
cratic members. In view of the failure of the President’s Report to recommend 
any major attack on the depression it is not surprising to find the Joint 
Committee demanding that the Executive be bolder and go further in the 
direction of the use of governmental powers. This emphasizes both the in- 
creased conservatism of the executive and the increasing economic interven- 
tionism of Congress in recent years. 

The specific criticisms of the President’s Report made by the majority are 
also vigorous. They include a notation of the failure of the President to include 
the levels of employment, production, and purchasing power required to 
assure maximum employment in the future and a much qualified opposition 
to the institution of flexible farm supports now. 

On the positive side the Joint Committee Report makes clear the responsi- 
bilities of government and the desirability of full use of governmental powers 
to prevent or alleviate depression. This goes so far as to include specific ap- 
proval of unbalanced budgets. The Joint Committee also takes a stand for 
much more generous use of federal credit or grants to make effective a counter- 
cyclical public works program. Finally, the majority notes that it may well be 
necessary to give more tax relief to the lower- and middle-bracket taxpayer 
than included in the President’s recommendations. 

An encouraging feature of the Report is the majority view that the U.S. 
economy could sustain increased military expenditures, if such expenditures 
are necessary, without jeopardizing the health of the economy. In view of the 
large amount of unsupported generalization on the negative side of this issue 
this statement comes like a breath of fresh air. 

The supplemental views of the Democratic members add little to the Report. 
The “hard money” policy of 1953 is criticized, a $200 increase in exemptions 
and drastic reduction of all excises is advocated to stimulate demand, and a 
stronger plea for action now is made by Senator Douglas and Representative 
Bolling. Additional views of Representative Patman continue his attack on the 
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Federal Reserve System but nothing new comes out of his further complaint. 

The staff of the Committee has appended several useful documents to the 
Report. These include a “Summary of the Nation’s Economic Budget for 
‘Maximum’ Employment and Production,” a summary of the recommendations 
for legislative action contained in the Report of the President, a summary of 
the tax changes and revenue losses required by laws in effect as of October 
1953, and a memorandum on the prospects for economic adjustment when 
defense expenditures level off and the stimulus of the deficit begins to wear 
off. As an appendix to this memorandum an analysis of the 1949 adjustment 
is included. It is significant that the staff of the Joint Committee is much more 
pessimistic than the Council or the Committee. 


IV. Conclusions 


The three documents provided for by the Employment Act of 1946 illustrate 
the difficulty of achieving the purposes of the Act. To act effectively to 
stabilize the economy we must either have an accurate diagnosis of the prob- 
lem, including a forecast of the outlook for a substantial period in advance, or 
a degree of flexibility in government programs that will permit us to act boldly 
to offset known variations from the path of stability with confidence that 
policies can be reversed as required by further intelligence. In both cases it 
is also necessary to gain agreement as to objectives and the limits of tolerance 
that will be allowed the economy in the future. In the latter area perhaps the 
greatest problem is the possibility of conflict between price stabilization and 
full employment and the always thorny issue of the extent and degree of direct 
controls which will be tolerated. 

In most of the reports and testimony it is agreed that we cannot have 
much confidence in our ability to forecast the economic future (Martin Gains- 
brugh dissenting) in the short run although there is greater agreement that 
long-range projections of the future potential may be more accurate. Even 
if our ability to predict the course of events in the short run should increase, 
the current state of the world leaves so many external forces free to upset 
any calculations as to discourage reliance upon a policy geared to projections 
of even so long as a year. This leads to the conclusion that flexibility must be 
increased if we are to hope to prevent minor as well as major fluctuations in 
the economy. To achieve this sort of flexibility requires a degree of coordina- 
tion of all branches of government that has yet to be made effective by those 
responsible for stabilization policy. The problem within the executive branch 
alone is so complex as to require a major change to give any hope for the 
future. One of the real steps forward under the new administration has been 
the establishment by the Council of a high level Advisory Board on Economic 
Growth and Stability. This Board is backed up by an Auxiliary Staff Com- 
mittee made up mainly of senior staff of the departments and agencies repre- 
sented on the Advisory Board. It is too soon to tell how well the coordinators 
will function, but the establishment of the Board is a step in the right direction. 
Even more difficult, however, is the coordination of executive and legislative 
programs for action as required in a truly flexible policy. Extensive delegation 
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of authority to the executive would be required in just the areas where Con- 
gress is most jealous of its prerogatives. No solution to this problem is offered 
in the extensive documents reviewed and none has been able to gain much atten- 
tion elsewhere. It is to be hoped that in the future both the Council and the 
Joint Committee will give more attention to these questions. 

An effective program assumes agreement on objectives. It is of great signifi- 
cance that the broad purposes of the Employment Act have been removed 
from the area of controversy among the leaders of both major political parties. 
There remains, however, the question of maintaining high levels of employ- 
ment at all times without going much farther in the use of direct controls 
of investment and even consumer demand than is yet contemplated or desired 
by the majority of the electorate. The danger now is that the limits of toler- 
ance of fluctuations are so small that pressure to intervene will operate to 
create inflation and/or direct controls without the choice being made on the 
basis of all the factors at issue. There is a real question whether the use of 
fiscal and monetary policies can do much to relieve the sort of employment 
that may arise as the result of shifts in consumer demand, replacement cycles 
in the housing and durable goods areas, or periodic fluctuations in investment. 
The spread of such distress can probably be prevented but the issue that con- 
cerns the workers affected is the remedy suggested for his particular area. The 
issues that have arisen in the realm of agricultural policy suggest some of the 
complications that have yet to be resolved. 

The problem of devising and administering a program that is both effective 


and fully in accord with the traditional American belief in a dynamic free 
economy and political democracy is still before us. The reports and hearings 
reviewed offer the hope that agreement has been won on the desirability of 
using government to do a better job than has been done in the past. They offer 
little to pave the way for the resolution of the barriers that still stand in the 
way of final success. Let us hope that im future deliberations more attention 
will be directed to these issues and that they will be successfully resolved. 
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SCHUMPETER’S HISTORY OF ECONOMIC ANALYSIS 
A Review Article 


By Jacop VINER* 


The appearance of Schumpeter’s History of Economic Analysis constitutes 
a major event in the history of the Dogmengeschichte of our discipline. It is a 
book large in its physical proportions; its text proper amounts to some 1180 
large and closely printed pages, much of it in small type. It covers its subject 
matter from Ancient Greece to Keynes. It aims to account for every writer who 
made a significant contribution to the development of economic theory. Greek, 
classical Latin, mediaeval Latin, Italian, Spanish, Swedish, and Dutch con- 
tributions, as well as, of course, German, French, and English literature, are 
reported on from their original texts. Most important of all, this is a history 
of theory written on the grand scale by an economist who was an original, a 
powerful, and a versatile theorist on his own account. Schumpeter, moreover, 
was interested, deeply interested, in apparently the entire range of matters 
intellectual, was learned beyond the normal capacities of economists, could 
exercise with facility and with power the whole range of skills which the eco- 
nomic theorist employs: static analysis, dynamic analysis, historical analysis, 
mathematical and statistical analysis, partial- and general-equilibrium analysis, 
and so forth without visible end. He was able to deal familiarly with all ages 
and with the materials of a wide range of disciplines: physics, psychology, 
history, sociology, mathematics, philosophy, jurisprudence, and perhaps still 
others. This is a work written in the polymath manner by perhaps the last of 
the great polymaths. 

This is no doubt an over-ambitious book, and it would not be difficult to 
assemble from it evidence to support the charge that there runs through it a 
vein of pretentiousness and of intellectual arrogance towards the common run 
of economists. The fact remains, nevertheless, that Schumpeter did possess 
learning and skills manifestly exceeding in range those displayed by any other 
economist of his or our time, and that in this book he applied these endow- 
ments to the enlightenment of his readers with a brilliance and a virtuosity 
which excite and dazzle even when they fail wholly to persuade. There is, as 
we shall see, much in this book which is redundant, irrelevant, cryptic, 
strongly biased, paradoxical, or otherwise unhelpful or even harmful to under- 
standing. When all this is set aside, there still remains enough to constitute, 
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by a wide margin, the most constructive, the most original, the most learned, 
and the most brilliant contribution to the history of the analytical phases of 
our discipline which has ever been made. 

There is evident only one major limitation to the scope of this history which 
Schumpeter deliberately adopted. This is a history of “economic analysis,” 
not of economics in general. Social doctrines, practical policies, and the applica- 
tion of economic theory to the solution of practical problems, while repeatedly 
referred to, are brought into the discussion only to show their relation, or, 
more often, their lack of relation, to economic analysis. 

A history of economic analysis can be written, legitimately, according to 
any one or any combination of a number of patterns: as a history of concepts 
and of ideas, the intellectual ingredients of theories; as a history of theories, 
the constituent elements of systems; as a history of systems; as a history of 
authors, or of schools or near-schools; as a history of the use of particular tools. 
Although there is a large measure of validity to his claim that “theorems and 
not persons are the heroes of [his] story” (p. 384), Schumpeter in fact follows 
to some extent all of these patterns, and moves from one to another freely 
as he goes along. There results a considerable amount of overlapping material 
and of repetition, and a highly complex organization of the book as a whole. 
For the reader these disadvantages are more than compensated for, however, 
by the richness of insights and the variety of logical relationships and intel- 
lectual filiations which this procedure brings into our range of vision. 

Repetition creates opportunity for contradiction and inconsistency, and I 
have found some, especially with reference to attributions and denials of priori- 
ties in discovery. The contradictions, however, are extraordinarily small in total 
and extraordinarily unimportant, if weighed against the amount of material 
handled and against the fact that this is a posthumous publication, unfinished, 
and prepared for publication by his widow, the late Elizabeth Boody Schum- 
peter, from manuscript which was to some extent still in preliminary and 
tentative shape at the time of Schumpeter’s death. 

Schumpeter includes, as “techniques” of economic analysis, economic his- 
tory, statistics, economic theory, and “economic sociology,” the role of eco- 
nomic theory being, apparently, to supply the tools of analysis, and of the 
other three to provide the content, factual and hypothetical, of the proposi- 
tions to which the tools can be applied for the purpose of deriving statements 
of causal relations or interdependencies. He makes adequately clear some of 
the types of intellectual operations which he regards as outside the field of 
“economic analysis”: mere common-sense or unsophisticated explanations of 
relations between phenomena (p. 9); nonempirical, “mystical,” “metaphysi- 
cal” propositions (p. 8); “philosophical vision or interpretation of meanings” 
(p. 422); “factual analysis” and the “immediately practical,” presumably 
when pursued without aid of refined tools (p. 497); “the institutional aspects 
of economic life” (p. 589); “the attempts of men to apply their reason—and 
volition—to the task of changing [things]” (pp. 757-58); “the ends them- 
selves, that is to say, the kind of society or culture we want” (p. 1145). 

All of these are excluded from the area of study for which he assumes 
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responsibility not on the ground that they are unworthy of study, but as an 
arbitrary delimitation of his task: “analytic or scientific . .. remember: we do 
not attach any complimentary meaning to either of these words ...” (p. 55); 
“He who writes a history of, say, agricultural technology does not thereby 
prove that he thinks it more important than the history of religion” (p. 1140). 
This does not suffice, however, to conceal from us the fairly obvious fact that 
for Schumpeter it is analytic achievement which above all else entitles an 
economist to honor and brings intellectual distinction to economics. 

It is not made quite clear to what extent “good” economic analysis is de- 
pendent on the realism of its assumptions. “Scientific truth” at times seems 
to include propositions which are factually untrue. On the other hand, “as- 
sociationist socialism is unscientific because these plans involve assumptions 
about human behavior and administrative and technological possibilities that 
cannot stand scientific analysis for a moment” (p. 454). A close investigation 
might show that Schumpeter unconsciously was less exacting in his demand 
for realism for authors to whom he was favorably disposed than for authors 
who rubbed him the wrong way. When defending resort to or acceptance of 
unrealistic assumptions he appeals to what he regards as appropriate parallels 
in other fields, especially physics: “It is as important to realize the inevitable 
discrepancies between theory and fact that must result from [reasoning from 
unrealistic assumptions in economics] as it is to realize that they do not 
constitute a valid objection to the former; it is no valid objection to the law 
of gravitation that my watch that lies on my table does not move toward the 
center of the earth, though economists who are not professionally theorists 
sometimes argue as if it were” (p. 1031). The problems that may arise for 
economic analysis because the obstacles to the operation of its theoretical 
“principles” are more omnipresent and in practice less removable than are 
tables as obstacles to the operation of the law of gravity are not really ex- 
plored. 

It is a major doctrine of Schumpeter that philosophies, political doctrines, 
value preferences, psychology, and many other matters, have no contribution 
to make to economic understanding, which is exclusively the product of 
acquaintance with facts and of “scientific” analysis. “[David Hume’s] 
economics has nothing whatever to do with either his psychology or his phi- 
losophy” (p. 447). The universe of economic analysis and the universe of 
philosophic discourse “are two different worlds that do not touch anywhere 
and neither of which can tell us anything about the phenomena. . . in the 
other without reducing its own arguments to futility” (p. 422, with particular 
reference to Adam Miiller). Beliefs, moral principles, sympathies, preferences, 
may provide the economic theorists with motivation for finding a logical 
(and presumably also an illogical) basis for a desired conclusion (p. 383). 
But economic analysis has nothing to contribute to the choice of ends, which is 
a wholly subjective affair: “We may, indeed, prefer the world of modern dic- 
tatorial socialism to the world of Adam Smith, or vice versa, but any such 
preference comes within the same category of subjective evaluation as does, 
to plagiarize Sombart, a man’s preference for blondes over brunettes” (p. 40). 
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Economic theory can serve economic policy, but only by pointing out the 
appropriate means for attainment of given ends: 


To say that pure theory is of no interest for practice is as unreasonable 
as to say that pure mechanics is of no interest for building the machines 
we want. The ends themselves, that is to say, the kind of society or cul- 
ture we want, we must choose ourselves. No science can do more than 
indicate the means of attaining whatever it is we want (p. 1145). 


This picture of economic analysis as a somewhat ethereal intellectual activ- 
ity, without roots in values, without entanglements with other social disciplines, 
without any contribution to make to the rational selection of social ends, 
represents, I suppose, Schumpeter’s subjective ideal. In actual life, means and 
ends are not so sharply distinguishable, and ends are not frozen and impervi- 
ous to “analysis.” Ends can be means to other ends, and what are means 
from one point of view are ends from another; economic analysis could in 
particular cases bring this to light, and merely bringing it to light could result 
in a modification of ends. Systems of ends, moreover, may be—are perhaps 
certain to be—complex and incompletely harmonious. Economic analysis, by 
exposing the source and the character of contradictions in systems of ends, 
can operate, without need for exhortation, to bring about a revision of an 
established set of ends, for individuals and for societies. Economic analysis 
can conceivably show that the means requisite for the attainment of certain 
ends are not available, or are too costly in some sense, and may thus in 
effect force a revision of ends. There is no method of influencing ends which 
falls outside the legitimate scope of economic analysis except the employment 
of the hortatory method, the appeal to the emotions, and the appeal to author- 
ity. To deny any influence to economic analysis is to deny any role to reason 
in the formation by a sensible man of his system of ends. I cannot quite believe 
that Schumpeter would have rejected these elementary propositions, but he 
certainly wrote as if he did. 

It could well be inferred from what I have said so far about Schumpeter’s 
book that its contents consisted wholly or overwhelmingly of reproduction of 
and reasoned appraisal of specific analytic performances. Measured in pages, 
however, I am sure that much less than half of the book fits these specifica- 
tions. The remainder consists of a very miscellaneous collection of matter, 
much of it having only the most tenuous or even no visible connection with 
economic analysis. 

In the first place, the book is badly name-ridden. There is a tremendous 
parading of names associated with meager and casual bibliographical informa- 
tion, names of all kinds of persons, some listed for commendation as economic 
analysts, others listed for commendation of their work in other phases of 
economics, or in other fields, others listed for disapproval, or as uninteresting, 
and others just listed. There is frequent ranking, and awards of grades for 
merit of one kind or another, and comparisons as to merit of men whose 
connection with each other is scarcely indicated. The index of names, on a 
rough count, lists well over a thousand names, and from a sample check I 
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gather that probably well over a hundred names have not won admission to the 
index.” 

In this respect the book follows only too closely the model of Schumpeter’s 
earlier (1924) Epochen der Dogmen und Methodengeschichte, which in turn 
followed too closely the model of Cossa’s Guida allo Studio dell’Economia 
Politica in its various editions and translations. An orderly annotated bib- 
liography would have served much better than this clutter of names. It would 
not be difficult, I think, to enrich the book by adding fifty or so additional 
names at a prescribed ratio of, say, one new name to ten names dropped. The 
additions I would propose would be mainly of scholastics, of contemporary 
commentators on Ricardo, of members of the Trinity College, Dublin, school, 
and, surprisingly enough given Schumpeter’s command and my lack of com- 
mand of the mathematical literature, of pioneer users of the mathematical, 
including the graphic, method in their analysis. Much as I would like to, 
however, I am unable to add to Schumpeter’s list the name of a single non- 
living author for whom I would claim that as economic analyst he was in or 
near the first rank. 

There is, second, a good deal of general intellectual history, not visibly 
related to economic analysis and frequently described as having no such 
relation. There is, third, some economic history, sometimes of supreme quality, 
but often with no demonstrated relation to economic analysis or its history. 
There are, fourth, references to or accounts of specifically economic writings, 
and biographical material concerning their authors, with respect to which 
there is reported the absence of analytic content, or the absence of meritorious 
analytic content, or the presence of analytic achievement without description 
of its nature. 

These four categories of material account for the great bulk of the first 
two hundred pages, for perhaps half of the next three hundred pages, and for 
a much smaller but still substantial fraction of the remainder of the book. It 
seems to me a great pity that Schumpeter did not concentrate more on the 
reporting and reasoned appraisal of important analytical work, which he did 
so exceedingly well, and did not leave the Kulturgeschichte to the encyclo- 
pedias and the reporting on the great areas barren of economic analysis to the 
mythical author of the chapter on snakes in the book on the flora and fauna of 
Ireland. 

On the display of bias in this book I will say little. Schumpeter was not 
simple-minded nor naive, and I would have to know more about him and to 
know better than I do the corpus of his other writings to be sure that I had 


* The major service which this book will perform will be as a book of reference rather 
than as a book for continuous reading. The index, therefore, is all important. I happen 
to know that Mrs. Schumpeter, who, before her death, put so much effort, devotion, 
and ski. into the preparation of the manuscript for publication, was at one stage at least 
acutely dissatisfied with the quality of the index, which had not been prepared by her 
or under her direction. I have no criticism of the present index except that it is incom- 
plete, both in its subject part and in its names part. In both cases the incompleteness is 
serious enough to detract significantly from the potential usefulness of a very important 
book. 
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correctly identified the patterns it took. His biases could take the form of 
exaggerated enthusiasm and praise as well as of undue disdain and contempt. 
He was basically generous, moreover, and there is much evidence of his 
disciplining himself to give appropriate praise to analytical work which was 
of a high quality even when executed by men who used it to support conclu- 
sions he did not like. The fact remains that in the case of some authors he 
emphasizes their defects as analysts and admits their merits only grudgingly 
whereas with others he draws attention only to their strong points and leaves 
unmentioned or strains himself to find some sort of defense for the weak 
points in their analysis. 

It is when Schumpeter is dealing with authors whose analytical quality he 
rates highly and whose economic analysis constituted a complex and coordi- 
nated system that he rises to his highest level in his book. His reports of these 
systems are magnificent feats of summarization. In outlining the analytical 
framework of these systems, moreover, he brings clearly into the light the 
fullness of their achievement and enables us to read these authors henceforth 
with deeper understanding and appreciation. It is the substantial portions of 
the book which he devotes to exposition, appraisal, and praise, of the eco- 
nomic analysis of Cantillon, Quesnay, Marx, Jevons, Menger and Bohm- 
Bawerk, Cournot, and Walras—and less enthusiastically, Adam Smith, 
Marshall, and Fisher—which constitute its most valuable contribution. No- 
where else, I think, in the literature of our discipline, can one find, within 
comparable limitations of space, as brilliant, and as self-effacing, exposition 
by one economist, himself a master, of the analytical achievements of other 
economists. Since I have raised the issue of bias, it is incumbent on me to add 
that there are hints throughout of disagreement with the conclusions even of 
the economists he praises most highly, that the basis of this disagreement is 
often some line of analysis more or less special to Schumpeter himself, that 
his own special doctrine is never obtruded on the reader or even clearly ex- 
posed, and that he never makes any claims to priority on his own account or 
even refers to any of his own original work. 

The remainder of this review will consist mostly of objections of one sort or 
another, minor and major, to specific positions taken by Schumpeter. It will 
be a mechanical consequence that the amount of space in this review as a 
whole given to adverse criticism exceeds the amount given to praise. I would 
ask the reader to bear in mind, however, that my praise is in general terms 
and my criticisms are mostly of specific points, and that criticism both calls 
more for support by appeal to argument and detailed evidence than does 
praise and is more susceptible of such support than is praise. 

Schumpeter’s display of command of intellectual history is most impres- 
sive in its range and in its apparent depth. My major reaction to it is one of 
humble and respectful admiration. It may none the less be useful to point 
out a few instances where I am more or less certain that he has gone astray. 

In signaling Petty’s pioneer work in introducing “figures” into economic 
analysis, Schumpeter fails to point out that some of these “figures” were the 
products of a rather undisciplined imagination or of arbitrary manipulations 
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of data. Partly in consequence of such procedure on the part of Petty, and 
of other early political arithmeticians, not only was it not true of Political 
Arithmetic that “nobody attacked” it (p. 211), but it was a frequent subject 
of satire from the late seventeenth well into the eighteenth century. Among 
those who made it the butt of their satire were Shaftesbury, Swift, Defoe, 
Richard Steele, and Mandeville, although it had among its many defenders 
men who, for our purposes at least, had even greater distinction. 

In referring to Tooke and Newmarch’s History of Prices, excessively fac- 
tual for the purposes for which it was written, as “histoire raisonnée” (p. 
690) Schumpeter mistakes the meaning of the term, which was the French 
equivalent of “conjectural history,” or history not factual enough for its 
purposes. 

Schumpeter expresses amusement at the use of the term “experimental” 
by utilitarians to describe their procedure, and interprets it as an illegitimate 
attempt at appropriation of a term that, through the successes of physical 
experimentation, had acquired an eulogistic connotation. Such attempt he 
says, “runs through the whole history of economics from the seventeenth 
century” (p. 432; see also pp. 493, 537). “Experimental,” however, was com- 
monly used, with no intent to deceive, not only to mean “learning from ex- 
periment” but also to mean “learning from experience.” This latter is still 
given as an acceptable meaning by the Oxford Dictionary. 

Terms like “individualism,” “rationalism,” “empiricism,” “romanticism,” 
the fiat currency of intellectual history, are conceded by Schumpeter not to 
have stable and uniform meaning, but he nevertheless uses them freely as 
if they did and without attempt at definition. He states his “strong personal 
aversion to utilitarianism” (p. 1153). All his references to it, and especially 
to its Benthamite version, are hostile and abusive. It is associated not only 
with hedonism, but with a hedonism of “stable and barn” (p. 429). It ruled 
out, “as contrary to reason, all that really matters to man’’; it was “the shal- 
lowest of all conceivable philosophies of life” (p. 133). It was “boisterous 
and vulgar” (p. 66). There is no definition, however, and no argument, and 
there is, I think, sufficient evidence in this book to show that, surprisingly 
for him, he had no direct acquaintance with the complex early history of the 
quite respectable body of doctrine to which, late in its history, was given the 
name of “utilitarianism.” 

Schumpeter wrongly identifies Hobbes’ “social contract,”—-which he ex- 
plains correctly—with Locke’s (p. 119). There is an important difference be- 
tween them: the monarch is not a party to Hobbes’ contract and therefore 
acquires no obligations to his subjects; the monarch is a party to Locke’s 
contract, and his lawful authority is confined within the limits of the obliga- 
tions to the citizens which he assumes in entering into that contract. 

Schumpeter says of Montesquieu’s famous definition of “natural laws” 
that it is one which “cannot be commended too highly” (p. 232), but quotes 
only a fragment of it as if it were all of it. High authorities, early and recent, 
have pointed to Montesquieu’s definition as an outstanding example of the 
survival of confusion between “natural law” as a declaratory statement of 
observed regularities in the behavior of phenomena and as comprising norma- 
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tive rules of conduct as revealed by “right reason” or as proclaimed by 
divinely ordained civil authorities.* 

There follow comments on specific passages in Schumpeter’s book more 
closely related to economic analysis. 

On Plato’s treatment of division of labor, Schumpeter comments as fol- 
lows: 

He elaborates on this eternal commonplace of economics with unusual 
care. If there is anything interesting in this, it is that he (and following 
him, Aristotle) puts the emphasis not upon the increase of efficiency that 
results from division of labor per se but upon the increase of efficiency 
that results from allowing everyone to specialize in what he is by nature 
best fitted for; this recognition of innate differences in abilities is worth 
mentioning because it was so completely lost later on (p. 56). 

The importance of innate differences of abilities was one of Schumpeter’s 
strongest convictions. I know of no one of consequence except Adam Smith 
who failed to point out as one of the services of division of labor that it en- 
abled tasks to be assigned in accordance with aptitudes. (Even Adam Smith’s 
failure was not a complete one.) 

There no doubt has been “commonplace” treatment of division of labor 
in economic writings, but this has by no means been the invariable rule. I 
know of no study of the history of discussion of the idea, but such a study 
would reveal that division of labor was at times made the starting point for 
pioneer exploration of the technological foundations of economic process, of 
the role of physical capital, especially machinery, in economic progress, and 
of the relations between occupational and class differentiations of popula- 
tions. 

Schumpeter finds very little economic analysis in the ancient Greeks and 
Romans. I am not qualified to dispute this judgment, although I think it 
would be possible to add a little to what he has culled. 

On the basis of a passage from his Ethics, Schumpeter interprets Aristotle 
as “groping for some labor-cost theory of price” (pp. 60-61). Commentators 
on and translators of Aristotle have always had a tendency to find in his 
texts whatever theory of value was fashionable at the time they were writing. 
The first attribution to Aristotle of a labor-cost theory of value that I have 
been able to find was by John Gillies, a classical scholar, in 1797, who in fact 
charged Adam Smith with plagiarizing Aristotle in this respect.* In recent 
years, when an Austrian-type, or a utility- or demand-type of value theory 
has been dominant, commentators have found in Aristotle an anticipator of 
such theory.® I have failed myself to acquire any conviction as to what Aris- 


* Cf. André Lalande, Vocabulaire technique et critique de la philosophie (Paris, 1926), 
I, 435. 

‘John Gillies, Aristotle’s Ethics and Politics (London, 1797), I, 270-71. Gillies, in 
addition to the passages on value which are commonly cited today from Ethics and from 
Politics, refers to Metaphysics, Bk. 1, ch. 9; 1050A-28ff. (Bekker). 

*See, e.g. O. Kraus, “Die Aristotelische Werttheorie in ihren Beziehungen zu den 
Lehren der moderner Psychologenschule,” Zeitschr. f. die gesamte Staatswiss. (1905), 
LXI (4), 573 ff., and Josef Soudek, “Aristotle’s Theory of Exchange,” Proceedings of the 
American Philosophical Society (1952), XCVI, 45 ff. 
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totle was driving at, except that, if modern translations are at all adequate, 
there is nothing in his texts to justify attributing to him any labor theory of 
value beyond what is involved in the explicit recognition only of labor as a 
factor of production. 

Schumpeter deals with the economic doctrines of the scholastics throughout 
in a strongly apologetic way, and as if they still stood in urgent need of de- 
fense against the neglect or biased attack which was common generations ago. 
In the process he praises their value and monetary theorizing not only as 
basically sound, but as innovating and as superior in many respects to later 
accepted doctrine. The late schoolmen had all the elements for “a full-fledged 
theory of demand and supply . . . the technical apparatus of schedules and 
of marginal concepts that developed during the nineteenth century is really 
all that had to be added to them” (p. 98). He insists in particular that the 
subjection of the schoolmen to Church authority did not in any way restrict 
their resort to scientific analysis of economic phenomena. Only where revela- 
tion was involved was Church authority of decisive importance, but “in 
everything else (and this includes, of course, the whole field of economics) 
any argument from authority was ‘extremely weak’” (pp. 76-77; citing 
Aquinas). 

My direct knowledge of the writings of the schoolmen is fragmentary, but 
I have read widely the secondary sources, old and recent. On the basis of this 
reading, my general impression is that Schumpeter is substantially correct 
in his account of their monetary and value doctrines and that his praise of 
them, while exaggerated, is largely justified. His selection of particular writers 
for laudation seems to me rather arbitrary and, despite the profusion of names 
which he provides, there are some notable omissions.° 

When it comes, however, to the analytic merits of the scholastic doctrine 
of usury (interest), it seems to me that Schumpeter carries his apologetics 
to wholly unreasonable lengths. Here, unlike the question of just price, Church 
authority, in the form of official interpretations (and translations) of Biblical 
texts, decisions of Church Councils, Papal Bulls, Church tradition, resolu- 
tions of theological faculties, etc., had decisive importance as to what it was 
permissible not only to practice but to say. 

That money capital was sterile—or alternatively that its offspring was 
illegitimate—was standard doctrine of the Church. All that is of legitimate 
interest in the present connection is that the prohibition of interest was sup- 
ported not only on dogmatic grounds but also on economic and utilitarian 
grounds. In the process of distinguishing between what was licit and what 
illicit, the doctrine grew progressively in complexity and in subtlety and the 


*Among the secondary sources not referred to by Schumpeter that, I think, provide 
ample support for this opinion are: Charles Jourdain, “Mémoire sur les commencements 
de l'économie politique dans les écoles du Moyen Age,” Institut National de France, 
Académie des Inscriptions et Belles Lettres, Mémoires (Paris, 1874), XXVIII, Pt. I; Joseph 
Hofiner, Wirtschaftsethik und Monopole im fiinfzehnten und sechzehnten Jahrhundert 
(Jena, 1941) ; A. Sandoz, “La notion de juste prix,” Rev. Thomiste (Jan.-Apr. 1939), XLV, 
291 ff.; Raymond de Roover, “Monopoly Theory Prior to Adam Smith,” Quart. Jour. Econ. 
(Nov. 1951), LXV, 492 ff. 
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arguments supporting the lawfulness of some kinds of transactions were often 
marked by analytical insight and development. The fact remains that a large 
part of the scholastic literature on usury consisted of an attempt to demon- 
strate that there was a sufficiently sharp economic difference between the 
money-loan, or mutuum, where if interest was charged it would be (approxi- 
mately) pure interest only, on the one hand, and transactions in which the 
interest element was implicit and tied-up with other elements (business ven- 
tures involving some participation by the investor in the risks of loss of the 
enterprise, purchases of annuities and of perpetual bonds, leases of durable 
property, and so forth) on the other hand, to make reasonable on ethical and 
economic grounds, as well as necessary on grounds of religious dogma, the 
condemnation to eternal damnation of those who practiced the former with- 
out repentance and restitution, and the sanction, as altogether legitimate, of 
the latter. In so far as I understand it, the equivalent with reference to Eng- 
lish common law would be to hold that a “loan” at interest was illegal, so- 
cially injurious, and scandalous, whereas a transaction approaching it as 
closely as possible in every respect except that it was given the form of a 
“bailment” would be completely legal, socially beneficial, and without any 
odor of scandal. The common argument of apologists, which Schumpeter ac- 
cepts, that the historical economic circumstances were such that this distinc- 
tion had economic and welfare merit then which it later lost seems to me un- 
substantiated, highly questionable, and without raison d’étre except its serv- 
ices to apologetics. 

Schumpeter’s defense seems to be in part motivated by the fact that his 
own theory of interest has some affinity to that of the scholastics in that, like 
the latter, it sharply distinguishes between interest on money-loans and direct 
return to durable physical capital. Schumpeter, apparently, would reject the 
proposition that even an “idle” cash balance, if held in rational amount in 
relation to the circumstances of the holder, would be no less productive—of 
product, or of consumer’s utility—than an inventory of materials awaiting 
processing or of goods awaiting sale, than a second plough held in reserve by 
a farmer, or than the contents of a housewife’s deep freeze, when each of 
these was of rational dimensions. As far as this kook is concerned, however, 
no light is afforded to the reader as to the analytical grounds for such rejec- 
tion, and I find it difficult even to conjecture what they are, even with the 
aid of such acquaintance—far from complete—as I have with Schumpeter’s 
handling elsewhere of the problem of interest. 

Schumpeter comes equally vehemently to the defense of the mercantilist 
doctrines against later criticism—including that of the present writer. His 
defense consists of an acceptance, as reasonable in the historical circumstances, 
of the national objectives of the mercantilists, including the indefinite ac- 
cumulation—apparently at whatever economic cost—of hard money or “‘treas- 
ure” and the pursuit of self-sufficiency with regard to all products except raw 
materials, and of a justification of the appropriateness (or effectiveness) of 
the specific means whereby they thought these ends could be promoted. There 
are no novelties in Schumpeter’s treatment of the issue, and there would be 
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no point in joining debate on it here. I make only one comment. Schumpeter 
asks whether I would condemn modern arguments and practices of a “mer- 
cantilist” character as vigorously as I have criticized those of the past (p. 336). 
The best answer I can give that would be extremely brief is that the events 
of recent decades have only strengthened rather than weakened my conviction 
of the faults, analytical, practical, utilitarian, of the mercantilist approach 
to international economic problems. 

Schumpeter’s “Reader’s Guide” to Adam Smith’s Wealth of Nations, al- 
though unfinished, is an admirable outline of such theoretical structure or 
“system” as there is in that book, and would make an extremely useful intro- 
duction to any new edition of it. Schumpeter does not like Smith, however, as 
theorist, as man, or with respect to his social views. The Wealth of Nations, 
although in some unexplained way it was “a great analytic achievement” (p. 
38), completely lacks originality. It “does not contain a single analytic idea, 
principle, or method that was entirely new in 1776” (p. 184). Many of his 
predecessors excelled him as analysts. Verri’s concept of economic equilibrium 
was “as far as this goes, rather above than below A. Smith” (p. 178). It is 
“not without interest to observe how little, if anything, [Campomanes] stood 
to learn from the Wealth of Nations” (p. 173). Most references to Adam 
Smith are hostile. He suggests that Smith’s criticism of Mandeville’s (two- 
volume!) “pamphlet,” The Fable of the Bees, may have been due to jealousy 
of Mandeville as the anticipator of the argument for “Smith’s own pure 
Natural Liberty” (p. 184).7 “The wooden hands of the Scottish professor” 
and “the safe side that was so congenial to him” (p. 212), his “feelings of 
resentful distrust” and his “narrow views” with respect to big business (pp. 
150, 545), these are representative of Schumpeter’s reaction to Smith. Smith 
was writing “in bad faith” when he claimed that the mercantilists “confused” 
wealth with money (p. 361). It is not, I think, necessary to accept Adam 
Smith as a hero of our profession to conclude that Schumpeter’s objectivity 
was somewhat undermined here by the conflict between Smith’s and his own 
“ideologies.” 

It is a major element in Schumpeter’s almost complete rejection of Ricardo’s 
analysis that Ricardo accepted the demand-and-supply explanation of the 
determination of market price but rejected it for “natural” or long-run normal 
(competitive) price. (See pp. 220, 482, 569-70, 604, 611, 684, 921.) 

Two comments which Schumpeter makes in connection with other matters 
have some relevance for this matter also: first, one should distinguish between 
“the markets of real life” and “markets that are . . . nothing but highly ab- 
stract creations of the observer’s mind” (p. 1008); second, “with economists’ 
loose ways of expressing themselves, I find it very difficult to arraign indi- 
viduals whose statements might be amenable to more favorable interpreta- 


"This conforms with the standard interpretation of Mandeville. It is, nevertheless, 
about as wrong as it could be, because it overlooks the vital role Mandeville assigns 
to “the dexterous management of the skillful politician.” Cf. my introduction to the 
reprint by the Augustan Reprint Society of Mandeville’s A Letter to Dion [1732], (Los 
Angeles, 1953). 
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tions” (p. 1052). In using demand-and-supply terminology for the determina- 
tion of “market price,” that is, actual price, or temporary price, or instan- 
taneous price, but rejecting it in his explanation of “natural price,” Ricardo 
was not innovating. This practice goes back to the seventeenth century at 
least. It can be justified on the ground that it was semantically unfortunate 
that it later on became common to use the same term “demand” (and corre- 
spondingly for “supply”) both for the quantity that would actually be taken 
in a given historical market at a given actual price in a given actual moment 
of time and for “that highly abstract creation of the observer’s mind,” the 
long-run normal demand function. 

The only evidence that Schumpeter offers—and I am unable to add to it— 
that the issue is more than a semantic one, is the statement with a reference 
to Ricardo’s Principles, Chapter 30, that “in the Ricardian system prices can 
‘all to cost level directly, that is, in a way other than by increase of output” 
(p. 684). The only thing in this chapter which can conceivably be interpreted 
as supporting this is the use by Ricardo, presumably as a limiting case, of 
an illustration where, in modern terminology, a demand curve of zero elastic- 
ity intersects a (constant-cost) supply curve of infinite elasticity. 

In his Notes on Malthus, Ricardo refers to a page of Malthus’ Principles 
in which the following propositions are laid down: (1) that an alteration in 
cost without alteration in output would not result in an alteration of price; 
(2) that “the relation of the supply to the demand . . . is the dominant prin- 
ciple in the determination of prices whether market or natural, and that the 
cost of production can do nothing but in subordination to it, that is, merely 
as this cost affects . . . the relation which the supply bears to the demand.” 
Ricardo comments: “These positions those which have preceded them and 
those which follow are not that I know of disputed by any body.” A few 
lines earlier, Ricardo had said that in a case where hats are produced at con- 
stant cost, “their market price will depend on supply and demand—the sup- 
ply will be finally determined by the natural price—that is to say by the cost 
of production.”* Terminology aside, there did not exist that dual line of 
price analysis, Ricardian and Malthusian, which Schumpeter insists upon. If 
there was any significant difference between the two, it was that Ricardo’s 
concentration on constant-cost cases kept him inadvertently from working 
out an adequate apparatus for explaining the determination of long-run price 
where both quantity demanded and quantity offered were variables dependent 
on price. It does not follow, in the absence of supporting evidence, that if 
such a case were presented to Ricardo, or to any one of his followers, he would 
have handled it any differently than would Malthus. 

Many of Schumpeter’s other critical comments on Ricardo’s analysis lose 
their point if Ricardo’s major concern in his value theorizing was not the 
explanation of how a given structure of prices had come to be what it was 
but the explanation of (a) the effect on a given structure of prices of divergent 
changes in the amounts of the respective factors, and (b) the effect on the 


* David Ricardo, Notes on Malthus’ Principles of Political Economy, in The Works and 
Correspondence of David Ricardo, Piero Sraffa, ed. (Cambridge, 1951), II, 44-47. 
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relative amounts of the factors of changes in the structure of prices. This in- 
terpretation of Ricardo involves the question of the role of the supply func- 
tions of the factors in “Ricardian” as contrasted with “Austrian” theory, to 
be commented on later. It makes possible, I think, a better explanation of 
the ability of the Ricardian theory of rent to survive than that offered by 
Schumpeter (p. 934). It makes Ricardo’s rent theory perform a function in 
his system more fundamental than that of an ingenious device by which 
Ricardo could offset his inability to handle simultaneous equations by arbi- 
trarily reducing the number of variables in his model (see p. 569). 

Schumpeter does not make clear which of four (or more?) possible ex- 
planations of Ricardo’s stress on the role of labor costs in the determination 
of relative prices he accepts: as a device to simplify analysis and with no 
further intended implications; as providing for most (or for some) purposes 
an adequate approximation to the truth because of the predominance in fact 
of labor costs in total costs; as having, per unit of cost, more value-determin- 
ing significance than other costs; as having, per unit of cost, more welfare 
or ethical significance than other kinds of costs. (See especially pp. 594-96.) 

On the strength of a statement by Ricardo in a letter (to McCulloch, June 
13, 1820) that “the great questions of Rent, Wages and Profits . . . are not 
essentially connected with the doctrine of value,” Schumpeter agrees “that 
there is some truth in Professor Knight’s indictment that [in Ricardo’s Prin- 
ciples| the problem of distribution . . . was not approached as a problem of 
valuation at all.”” Schumpeter concedes that there is material in Ricardo which 
refutes it (he could have found some in the very letter in question) but con- 
cludes that “it does show that the full implications of the fact that capitalist 
distribution is a value phenomenon were not clearly seen even by Ricardo” 
(p. 543; cf. p. 568). It all depends on what Ricardo meant by “the doctrine 
of value.” It seems clear to me from the context that what Ricardo here 
meant by these words was not the explanation of the determination of rela- 
tive prices but the problem of finding a “measure of value” through time 
which itself had stable value. 

I question whether it is true that Ricardo held “that ‘real values’ of com- 
modities are ‘regulated’ by the ‘real difficulties’ encountered by the least- 
favored firm” (p. 1032). To confirm this it would be necessary to establish that 
for Ricardo the intensive margin played no or little part and the producers 
who were on the extensive margin were always or generally the least efficient 
and lowest-income farmers. 

The repeated association by Schumpeter of the Ricardian theory of rent 
with a “monopoly theory of rent” puts undue weight on what for the most 
part represents only a change in usage of the word “monopoly” by economists 
(pp. 264, 592, 672, 934). In Ricardo’s time the term was widely used to cover: 
(1) ownership of a scarce commodity by a single holder; (2) ownership by 
a few; and (3) scarcity of a commodity which, because of zero elasticity of 
supply, a rise in price would not ameliorate. Land was believed to belong 
to this third class. I think it more correct to say that Ricardo had an inade- 
quate theory for the determination of price in any of these three classes than 
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to say that he had one theory, and that a definable one, for all three classes. 
The common element for Ricardo with respect to the determination of prices 
of all three classes was that demand would determine price in these cases 
irrespective of costs. We would not today call this a “monopoly theory of 
value.” 

Schumpeter maintains that the Malthusian population theory dealt with 
a fictitious problem and dealt with it in a trivial manner (pp. 578 ff.; see also 
p. 446). Botero’s “path-breaking performance” of 1589 was “the only per- 
formance in the whole history of the theory of population to deserve any 
credit at all” (p. 255). From the seventeenth to the first decades of the nine- 
teenth century, “with unimportant exceptions,” it was manifestly correct that 
“under prevailing conditions, increase in heads would increase real income 
per head” (pp. 251-52). 

A look at eighteenth-century England serves, I think, to bring things into 
truer proportions. English society was then organized so as to check growth 
of population by “artificial’”” means. Compulsory poor relief on a parochial 
basis and financed by local real property taxes together with the settlement 
laws gave a powerful incentive to the ruling classes to discourage local growth 
of population. There were in effect deliberate deterrents to marriage of various 
kinds. There was organized public custody of foundlings and of children of 
persons on poor relief, and it was common knowledge that this operated so 
as to ensure that most of them would not survive long. There was nevertheless 
rapid growth of population and deep and pervasive poverty. If one were to 
accept Schumpeter’s argument, the trouble must have been that there was 
not enough population. 

I am not sure that I grasp Schumpeter’s point when he argues that it is 
wrong to criticize the classical theory of the international mechanism ‘on 
the ground that it put an altogether unjustifiable burden upon the price 
mechanism” since “price variations of the kind the ‘classic’ theory visualizes 
imply shifts of demand curves which in turn imply variations in income” 
(p. 733). A few pages earlier, he had rightly stressed the importance of the 
distinction between what may be implied in an author’s statement and what 
the author understood by it. Moreover, changes in prices, even when they do 
imply variations in income, do not account for the nonprice effects of varia- 
tions in income. Reference to price changes is even more obviously inadequate 
for the analysis of cases where variations in income are unassociated with 
any changes in prices, or, as Schumpeter himself puts it, “in patterns in 
which prices are rigid.” 

On the question of the validity of the substitution by Jevons, Menger, 
Bohm-Bawerk, and others of a demand or utility explanation of the determina- 
tion of price for the Ricardian expianation, Schumpeter, like almost all mod- 
ern theorists, lines up firmly on the “Austrian” side; the Austrian theory in 
effect added to the English classical theory what needed to be added and re- 
jected what called for rejection, or, less clearly, what could be rejected with- 
out serious loss. Let me distinguish two propositions: first, the need for the 
introduction into value theory of something like the marginal utility analysis 
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to constitute a@ fundamental or “ultimate” regulator of value; second, the 
need, or the permissibility, of rejecting costs in the sense either of disutilities 
or negative utilities, or of the surrender of leisure, of immediate for future 
consumption, or of more attractive for less attractive employment, as a second 
fundamental or “ultimate” regulator or determinant of value. After Jevons, 
etc., had written, scarcely an economist raised any question about proposi- 
tion one above. It is only on the second proposition that controversy has not 
altogether expired, and it is only this second proposition which I question. 

Marshall, while adopting, and incorporating into his system, marginal 
utility analysis, rejected proposition two, as did Edgeworth, Taussig, and 
others, and as do I. It seems to me impossible logically to accept proposition 
two and at the same time to grant that the quantities of some or all of the 
factors of production are not given, but are functions of their rates of re- 
muneration. It also seems to me that this difference in the treatment of the 
amounts of the factors is the only important difference between the Marshal- 
lian and the “Austrian” systems, but it is an important difference. 

I present some of Schumpeter’s comments on Marshall’s system which are 
relevant to this issue: 


Marshall’s theoretical structure, . . . is fundamentally the same as that 
of Jevons, Menger, and especially Wairas, but . . . the rooms in this new 
house are unnecessarily cluttered up with Ricardian heirlooms, which 
receive emphasis quite out of proportion to their operational importance 


(p. 837). 

Thus, we return from this excursion with the same result that we always 
get when inquiring into the nature and importance of Marshall’s devia- 
tions, in what purport to be fundamentals, from the Jevons-Menger- 
Walras analysis: they are negligible (p. 924). 

. . note XXI in the Appendix to Marshall’s Principles is conclusive 
proof of the fundamental sameness of his and Walras’ models (p. 952). 


It is important here to make another distinction: between questions of 
formal validity and questions of “emphasis,” or of practical significance. I 
confine myself to the former. Marshall’s “note XXI” to which Schumpeter 
refers includes, as one of a list of assumptions: “(iii) m supply equations, 
each of which connects the price of a factor with its amount.’” In a cor- 
responding Jevonian, or Austrian, or Walrasian listing of assumptions, the 
amounts of the factors would be listed as constants. In formal analysis, there 
is surely nothing more “fundamental” than whether a specific quantity whose 
importance is not questioned is a constant or a variable. When the quantities 
of the factors are treated as variables, as functions of their prices, a wide 
area of analytical development is opened up for and demands exploration. 
This area Ricardo and Marshall did explore and the “Austrians” did not, 
except as a side issue, under pressure of criticism, belatedly, and, I believe, 
incorrectly. 

Schumpeter adduces what he calls “the Principle of the Negligibility of 
Indirect Effects” in support of Marshall’s treatment of consumer’s surplus 


* Alfred Marshall, Principles of Economics, 8th ed. (London, 1920), “Mathematical 
Appendix,” p. 855. 
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(pp. 990 ff.). It seems to me that for some at least of Marshall’s analysis it 
is necessary, for the correctness of his findings, not only that particular in- 
direct effects of the change in a particular price shall be negligible, or of a 
lower order of size than the (total) direct effect, but that the swum of all the 
indirect effects shall be of a lower order of size, and that Marshall fails to 
give any reason why this should necessarily or ordinarily be the case. 

I can see why, for what I understand to be Schumpeter’s own version of 
siatic equilibrium under perfect competition, there needs to be atomistic as 
well as over-all perfect equilibrium and every entrepreneur needs to be a 
zero-profit entrepreneur. But I cannot see why he thinks this is a necessary 
condition also for a Marshallian or a Walrasian static equilibrium (pp. 674, 
893, 1011). For their systems, I would think, all that is requisite is over-all 
equilibrium of the balanced aquarium type, in which firms (fish) and factors 
(plants) come into being, grow and die, and only aggregates remain the same. 
In such an equilibrium there could be risks for the individual firm. Such a 
model would be more realistic, and for some purposes at least more useful, 
than one in which equilibrium is required to be present not only over all but 
for each unit. 

In a Walrasian system, constant coefficients of production need not involve 
“that there is, for each product, only one technologically possible way of 
producing it” (p. 1011; cf. p. 1027). All that the Walrasian system requires 
in this connection is that there always shall be available one way of produc- 
ing each product such that some of its technical coefficients are smaller and 
none is greater than for any other technologically possible way of producing 
it. 

Pointing out that first-order homogeneity of the production function means 
that there are constant returns to scale, Schumpeter comments: “In itself 
this implies nothing, of course, about what happens when only one of the 
‘factors’ is increased, the others remaining constant, i.e., about the shape of 
each ‘factor’s’ marginal productivity curve” (p. 1034). I would see nothing 
to question in this if all that was intended was to deny that first-order homo- 
geneity of the production function either sufficed to prescribe the shape of 
any particular marginal production curve, or was inconsistent with almost 
any conceivable shape for any one (not too important) marginal productiv- 
ity curve. It does seem to me, however, that acceptance of first-order homo- 
geneity of the production function imposes important restrictions on the 
general pattern of marginal productivity functions and that these are such 
as to support @ priori belief in the predominantly decreasing-productivity 
shape of the marginal productivity curves. I say this after giving due con- 
sideration to Schumpeter’s warning that there are logical pitfalls in deciding 
what properties of production functions are “obvious” or “evident” (p. 1037), 
but quite probably without giving adequate weight to unperceived mathemati- 
cal pitfalls. 

As I see it, there cannot be both first-order homogeneity of the production 
function and, for each or most of the factors, constant marginal productivity, 
i.e., independence of the marginal productivity of the factor from the quan- 
tity of that factor, unless there is also, for each or most of these factors, in- 
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dependence of the marginal productivity of the factor from the quantities 
of the other factors with which it is associated. Similarly, as I see it, there 
cannot be both first-order homogeneity of the production function and increas- 
ing productivities for each or most of the factors unless there is also over-all 
net rivalry, instead of complementarity, in production between the factors. 

As I find it difficult to believe either that the particular marginal productivi- 
ties of the factors are ever independent of the quantities of the other factors 
associated with them, or that there ever is or can be net over-all rivalry in 
production between the factors, acceptance of the first-order homogeneity 
hypothesis does carry for me a strong implication of diminishing marginal 
productivity of the particular factors. 

Schumpeter says that “if there were ary sense in speaking of a national 
production function at all, first-order homogeneity of this function would 
supply a very simple explanation of a remarkable fact, namely, the relative 
constancy of the main relative shares of ‘factors,’ in the national dividend” 
(p. 1040). But first-order homogeneity presumably is a property attributable 
only to static production functions. There is moreover a big step, analytical 
and presumably also factual, from the properties of the production function 
to the characteristics of the distribution pattern. If unmanipulated historical 
data do in fact show anything like a close approximation to constancy 
through historical time of the relative shares of factors in the national divi- 
dend, the existence of first-order homogeneity in the production function 
would not suffice to remove the mystery for me, even if the data were in- 
disputably accurate and comprehensive. I am not certain whether Schumpeter 
relies wholly, or largely, for the validity of the “fact” of constancy of relative 
shares on the Cobb-Douglas statistical findings. If he does, then there be- 
comes pertinent the additional difficulty that these findings were based, un- 
avoidably, on historical data of incomplete coverage and highly doubtful 
accuracy, and therefore should not be regarded as providing strong confirma- 
tion of any valid static hypothesis. 

It does not seem to me that most exponents of what they regarded as a 
quantity theory of the value of money would have accepted as a necessary 
condition for the validity of their theory “that velocity of circulation is an 
institutional datum that varies slowly or not at all, but in any case is inde- 
pendent of prices and volume of transactions” (p. 703). Most of them, I 
think, would not find variability of velocity disturbing for their theory, pro- 
vided the variations in velocity were not inverse to those in quantity—or, 
perhaps, even if they were, provided the amplitude of variation of velocity 
was less than that of quantity. 

I am not convinced that Schumpeter says anything (pp. 1095-1110) which 
bears strongly against the validity of the quantity theory of money if the 
latter is understood as holding only: (1) that an authority powerful enough 
to make the quantity of money what it pleases can so regulate that quantity 
as to make the price level approximate to what it pleases, and (2) that the 
possibility of existence of such power is not inconceivable a priori. 


. 
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COMMUNICATIONS 


The Status of Guaranteed Wages and Employment in 
Collective Bargaining’ 


The concepts of guaranteed wages and employment have recently begun ° 
to occupy an important position in industrial relations. The importance stems 
not from any large-scale adoption of these measures in current trade agree- 
ments, but rather from the persistent demands of several large union organi- 
zations that the labor factor be treated as a fixed rather than a variable cost 
of output in future contracts. 

A relatively recent collective bargaining development, guarantees were not 
a significant union demand until the war years 1943-45 when some large 
national unions of the Congress of Industrial Organizations made guarantee 
proposals to the National War Labor Board.” The contrast, however, between 
the guarantee demands made in the war years and those currently being 
readied for negotiations is marked. The proposals of a decade ago were un- 
realistic suggestions that workers be guaranteed an annual wage of 52 weeks of 
40 or more hours. They would have provided few if any limitations upon 
coverage, duration or company liability. Recent union statements, on the 
other hand, seem to recognize that before business firms are likely to grant 
guarantees on a significant scale certain limitations will have to be written 
into contracts to provide some degree of protection to the firm. 

The present inquiry is concerned with specific proposals recently advanced 
by the three largest national unions in the United States. These labor organiza- 
tion were not selected for analysis because they are the largest, but because 
they seem to be among the most active in (1) actually establishing guarantees, 
or (2) demanding significant guarantee provisions. 


I. The United Sieelworkers of America 


The Steelworkers probably deserve special mention as initiators of union 
demands for guaranteed wages and employment because they, more than any 
other union, have popularized the concept. Although other unions had nego- 
tiated occasional guarantee agreements before the second world war, the 
Steelworkers’ appeal to the War Labor Board in 1943 and subsequent years 


* This article is based upon part of a doctoral dissertation written at the University of 
Oregon in 1954, Guaranteed Wages and Employment and Their Role in Collective Bar- 
gaining. The author is indebted to Paul Kleinsorge, Robert Campbell, and H. T. Koplin 
for advice and for criticism of the dissertation. 

? Prior to the war, union interest in guarantees was sporadic. Most of the guarantees 
which had been established were the work of a few business managers who established 
them in a limited setting. See U.S. Bur. Labor Statistics Bull., Guaranteed Wage Plans 
in the United States: A Report on the Extent and Nature of Guarantee Plans and the 
Experience of Selected Companies (Washington, 1948). 
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introduced guarantees to a national audience for the first time. Despite efforts 
at and beyond the bargaining table, however, the USW has achieved little 
success in actually accomplishing this form of security arrangement. 

_ When the 1952 contract negotiations began in the steel industry, the Steel- 
workers again were ready with a brief, prepared by Murray W. Latimer, sup- 
porting their demands for an insured income.* It was proposed that guarantee 
coverage be granted to employees with three years of employment experience 
with a particular firm. The union statement stressed the nececsity for in- 
tegrating the guarantee payments of private companies with the unemploy- 
ment compensation payments of the states. The methods of coordination would 
vary from state to state because of the divergence of state laws and interpreta- 
tions. In some cases, perhaps, no supplementation would be possible inasmuch 
as company payments would disqualify the worker from receiving state un- 
employment benefits, and in these cases the firms would be responsible for the 
entire amount guaranteed. The Steelworkers obviously could foresee that the 
result of this disparity between state laws would be employer pressure on state 
legislatures to change the statutes to allow supplementation of private with 
public payments. 

The USW proposal was for 52 weeks of guaranteed income a vear. After 
drawing unemployment benefits for as long as 52 weeks, a worker would need 
8 weeks of re-employment to become eligible for another 26 weeks of coverage, 
and 16 weeks of re-employment to acquire coverage for another 52 weeks. 
Only a fraction of the standard 40 weekly hours, however, would be guaran- 
teed. Cost estimates were formulated for durations of 28, 30 and 32 hours, 
which would constitute 70, 75, or 80 per cent of a full year’s pay. The neces- 
sity of paying employed workers more than idle workers would be the final 
determinant of the weekly guarantees, according to the union brief. 

The cost estimates were predicated upon the belief that no serious unem- 
ployment would occur in the steel industry in the near future because of the 
large defense needs and sizeable civilian demand for steel products. Thus it 
was believed possible to accumulate a large reserve fund through company 
contributions during the period of steel industry prosperity. The volume of 
payments into the trust fund would be determined by the anticipated cost of 
the plans and would probably amount to 5 or 10 cents an hour per employee 
during the first few years. The payments would vary in size according to the 
experience of the guarantee operation and presumably would stop temporarily 


* Murray W. Latimer, A Guaranteed Wage Plan for the Workers in the Steel Industry, 
Union Exhibit No. 11, United States of America Wage Stabilization Board, Washington, 
D.C., Case No. D-18-C, in the Matter of United Steelworkers of America and Various 
Steel and Iron Ore Companies, 1952. These 1952 demands were repeated, again without 
significant results, in the aluminum negotiations of 1953 and the steel negotiations of 1954. 
The 1953 and 1954 proposals were substantially the same as the 1952 suggestions, although 
some details were changed. 

Latimer was also chairman of the research staff of the Office of War Mobilization and 
Reconversion study, which appeared in 1947 and constitutes the most comprehensive in- 
stitutional and theoretical survey yet available on guarantees. Murray W. Latimer, Guaran- 
teed Wages, A Report to the President by the Advisory Board, Office of War Mobilization 
and Reconversion, Office of Temporary Controls (Washington, 1947). 
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if the fund approached a “safe” upper level of accumulation. No specific 
figures were mentioned as to what this safe upper level might be, but it was 
suggested that an opening contribution of 7 cents an hour per employee would 
be sufficient to initiate the fund. From the point of view of the steel com- 
panies, the reserve fund method of finance as proposed by the USW contained 
the desirable feature that company liability would be limited to the extent of 
the reserve fund. 

Three limitations to guarantee liability of business firms which were not 
sanctioned by the 1952 statement related to: (1) the sacrifice of overtime 
premiums in exchange for the guarantee as provided by section 7(b) (2) of 
the Fair Labor Standards Act,® (2) government support for guarantee com- 
panies other than through unemployment compensation coordination, and 
(3) sacrifices in the standard rates of pay in order to accommodate the guaran- 
tee. The Steelworkers are by no means unusual in their insistence upon 
maintenance of the regular rates of pay under a guarantee contract. The 
isolated cases in which unions have sacrificed a part of the standard rate in ex- 
change for income security of this nature were the outcome of special cir- 
cumstances and are not particularly useful as a basis for analyzing and pre- 
dicting the behavior of other union groups. 


II. The International Brotherhood of Teamsters 


Turning from the second largest CIO national union to the largest American 
Federation of Labor international affiliate, the International Brotherhood of 
Teamsters, Chauffeurs, Warehousemen and Helpers of America, an entirely 
different pattern of guarantee development is encountered. The Teamster in- 
ternational has never agitated for guarantees on a national scale; it has 
never sought to bring the issue into national prominence through public 
debate and propaganda or in the pages of the Jnternational Teamster, the 
union’s monthly newspaper. Thus the Teamsters are not usually associated 
with the promotion of guarantees or the type of bargaining they suggest. In 
the case of certain local Teamster unions, however, an interest in guarantees 
seems to be emerging. 

While some past interest by local Teamster groups is reflected in the files 
of the Department of Labor pursuant to the overtime exemption afforded 
guarantee companies,® of more current interest is the behavior of Local Union 
688 of St. Louis, Missouri. Having voiced an interest in acquiring guaranteed 
annual wages in 300 St. Louis firms employing 7,000 of the union’s 10,000 


*This figure was raised to 10 cents per hour in the aluminum negotiations of 1953. 

*Section 7(b)(2) of the Fair Labor Standards Act of 1938 as modified by the 1949 
amendments provides an exemption to the time-and-a-half requirements for hours in 
excess of 40 for workers covered by a bona fide wage or employment guarantee. Such 
workers may work up to 56 hours a week for straight-time payments. Total annual 
hours, however, may not exceed 2240 if the exemption is to remain valid, and hours in 
excess of 2080 must be compensated for at a premium rate. 

*Wage and Hour and Public Contracts Division, U.S. Department of Labor, Sum- 
mary Statement on Collective Bargaining Agreements Under Section 7(b)(2) from the 
Effective Date of the Fair Labor Standards Act to January 1, 1947, unpublished report 
(no date). 


= 


914 THE AMERICAN ECONOMIC REVIEW 


members, Local 688’s method of obtaining the agreements has differed sub- 
stantially from the techniques of the large CIO unions.’ The Teamster group 
has simply applied economic pressure to the small firms with whom it bargains 
and has not found it necessary to conduct an orientation effort for the workers 
or the public. The first bargaining success occurred in January 1953, when the 
local signed an agreement with the Brown Shoe Company of St. Louis guaran- 
teeing an annual wage to the 425 employees with the highest seniority, 90 
per cent of Brown’s 475 warehouse and distribution employees. 

Under the terms of the compact, the covered workers are guaranteed 
2,000 hours of employment each year for the duration of the five-year contract, 
or the equivalent income in lieu of employment. In no case can a covered 
worker be idle for more than two weeks without pay, a degree of income 
security greater than the Steelworkers have considered it prudent to propose. 
Instead of exchanging a portion of the standard rate for the guarantee pro- 
vision, a five-year system of pay increases totaling 45 cents an hour was in- 
cluded in the agreement. There was no provision in the contract for a reserve 
fund accumulation. The absence of such a fund, combined with the absence 
of any explicit limitation on the total amount of company liability, apparently 
means that the company is liable to the limit of its resources for carrying out 
the provisions of the contract. All strikes are not barred by the agreement, 
since the Teamsters may choose between arbitration and strike action in dis- 
pute cases arising over issu 3 other than wages. If a strike is called, the guaran- 
tee does not apply to the period of the strike. Finally, whereas the USW had 
proposed a detailed system of coordination between state unemployment com- 
pensation payments and private company unemployment disbursements, the 
Teamster contract made ne mention of such supplementation measures. 

Following its initial success in the Brown Company negotiations, Local 688 
succeeded in obtaining similar contracts with other St. Louis firms. Twenty 
guarantee agreements had been negotiated by August 1953 and others were 
being proposed.* The contrast between the Teamster accomplishments and 
the relatively mild Steelworker proposals probably results from the differences 
in the market structures and the character of the industries with which the 
two unions bargain; the differences seem to favor the Teamsters in the 
acquisition of guarantee contracts, particularly in view of their local as 
opposed to Steelworker national bargaining patterns. 


Ill. The United Auto Workers 


When Walter Reuther addressed the opening session of the 1953 UAW-CIO 
convention, his remarks were directed primarily toward the next stated goal 
of the UAW in collective bargaining—guaranteed annual wages. Auto Worker 
agitation for guarantees began, as in the case of the Steelworkers, during the 
second world war. In response to what was feared might be a postwar de- 
pression, the UAW, among other unions, envisioned a system of guarantees 
as a method of cushioning its members against the shock of such an even- 


*“Anti-Recession Contract,” Bus. Week, Jan. 31, 1953, p. 130. 
* Bus. Week, Aug. 15, 1953, p. 145. 
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tuality. In a ‘1944 article,® Reuther made clear the nature of the system he 
promoted, and when he was chosen UAW president in 1946, guaranteed wages 
and employment were placed on the list of UAW collective bargaining de- 
mands.'° The issue warranted somewhat passive Auto Worker support until 
1952 when a revived guarantee movement in the UAW reflected the increasing 
national attention being accorded the matter. 

Reuther likened the union proposal to its earlier drive for pensions: 

We said in 1949 it was time to end the double economic and moral 
standards in labor-management relations. Corporation executives got 
$25,000 a year, some of them $75,000 a year pensions, and yet they 
denied pensions to the workers. 

Here again on the guaranteed annual wage we find the double standard. 
Half a dozen General Motors executives get from three to four, even 
$500,000 a year. They live by the year, they get paid by the year. 

But the workers live by the year and get paid by the hour. That is where 
the problem arises." 


The Auto Worker president indicated that the UAW would push for guaran- 
tees with the same vigor employed in acquiring pensions and that the ultimate 
economic weapon might be used if necessary to achieve the goal. Pursuant to 
Reuther’s opening address and the work of the research staff preceding that 
speech, resolution number 24, entitled “Guaranteed Annual Wages,” was 
passed by the convention. The first principle of the resolution was: “The 
primary goal of a guaranteed annual wage should be to stimulate management 
to provide steady, full-time employment, week by week, the year around.’””*” 

The second principle stated that the amount of wages guaranteed should 
insure the worker the same standard of living he would enjoy with a full year’s 
income. It is doubtful, however, that the Auto Worker representatives will 
insist upon a guarantee of 52 weeks of 40 hours. A guarantee of 52 weeks of 
30 or 32 hours would probably satisfy this area of UAW demands. One de- 
terminant of the UAW position on this matter will probably relate to what 
other unions are able to achieve in regard to duration of guarantees. 

The third principle of the resolution reads: 


All workers should be guaranteed employment or guarantee payments 
from the time they acquire seniority. The guarantee should assure pro- 
tection against a full year of layoff for all eligible workers and for shorter 
periods on a graduated basis for those who have not worked the minimum 
qualifying period.'* 


Since two years constitutes the seniority requirement in many UAW con- 


*Walter Reuther, “Why an Annual Wage,” Ammunition (Educational and Research 
Dept., UAW-CIO), June 1944, pp. 5-7. 


” Resolution no. 26 of the 1946 convention gave official UAW endorsement to the 
demand for guaranteed annual wages. 

" Proceedings Fourteenth Convention 1953 of the International Union United Automobile, 
Aircraft and Agricultural Implement Workers of America (UAW-CIO), Mar. 22-27, 1953, 
Atlantic City, N.J., p. 10. . 

* Ibid., p. 21, of the third day’s morning session. 

Loc. cit. 
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tracts, two-year employees would be eligible for 52 weeks of guaranteed em- 
ployment or wages under these terms. Workers with less than two years’ 
service but more than a year’s company duty would be entitled to 26 weeks of 
guarantee payments, while persons with less than a year’s seniority would not 
be covered by this part of the agreement. 

In an effort to make the plan more attractive to management, the UAW 
convention’s fourth principle related to the desirability of coordinating state 
unemployment compensation payments with company disbursements. It was 
resolved: 


That we direct management’s attention to the possibilities of substantially 
reducing its guaranteed wage liabilities by working to bring about needed 
amendments to State Unemployment Compensation legislation which 
would increase benefits, extend duration, eliminate unjust disqualification 
provisions and remove such obstacles as may exist to the integration of 
unemployment compensation with guaranteed annual wage plans."* 


The fifth principle pertained to the establishment of a joint board for ad- 
minstering the plan; and the final principle related to the financial arrange- 
ments, the salient feature of which would be a reserve fund accumulation of 
company payments: 

Financing should combine pay-as-you-go, to provide employers with 

incentive to stabilize employment, with a reserve trust fund to meet 

abnormal costs. Provisions should be made for reinsurance to reduce the 
size of the required reserves and to spread the risk of abnormal unem- 
ployment over the widest possible area of the economy.™® 


The magnitude of company payments into the trust fund would be com- 
puted as a percentage of payroll, probably up to 10 per cent.*® Consistent 
with both the Steelworker requests and the Teamster agreements, the UAW 
proposals provide for no concessions in the standard rates of pay or in over- 
time premiums. The similarities between the Auto Worker and Steelworker 
proposals are apparent in the seniority provisions on coverage, the limitations 
on total annual income guaranteed, the attempt to coordinate state unem- 
ployment compensation payments with company plans, and the partial system 
of reserve fund finance. As yet the Auto Workers have not made clear whether 
company liability would be limited to the reserve fund. 

It is, of course, impossible to determine with finality the seriousness with 
which UAW guarantee proposals are being made. The analogy to pensions, if 
real, seems to indicate that some determination accompanies the requests for 
security. This attitude seems to be reflected in the following remarks made by 
Nathan Weinberg, UAW research director, in an address to the American 
Management Association: 

The workers of America want a guaranteed wage and they are going to 

get it. They will get it just as surely as they got pensions. 


* Loc. cit. 
Loc. cit. 
* Bus. Week, Feb. 21, 1953, p. 177. 
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If you make it necessary, they may acquire a lot of picketline seniority 
before they win wage guarantees; but in the end, you will come to the 
bargaining table, pen in hand, to sign guaranteed wage contracts.*” 


At the 1953 convention of the CIO, the federation itself sought to strengthen 
the position of its two largest members by going on record in favor of 
guaranteed annual wages and employment as the next major bargaining goal 
of CIO labor unions. 


Conclusion 


The pertinence of current guaranteed wage and employment discussions is 
related to the announcements of some major labor organizations that these 
will become the next major aims of collective bargaining. Other union de- 
mands—escalator contracts, pensions, vacations—have been attained in many 
cases. For economic reasons, some unions contend, wage earners must have, 
and are determined to acquire, wage and employment guarantees. For political 
reasons, it may be that union officials require another significant bargaining 
device. Some of the important leaders seem to have decided upon guarantees 
as the most useful bargaining issue. 

However, union attempts to establish an economy-wide system of secured 
wages and employment are likely to find a management community which is 
largely hostile to treating labor as a fixed cost of output. Although a small 
group of entrepreneurs has been willing to experiment with wage and employ- 
ment guarantees, it is unlikely that any large number of employers will follow 
suit except under pressure and after some industrial strife. 

Don A. SEASTONE* 


™ Ammunition, Feb. 1953, p. 3. 
* The author is instructor in economics at Bates College. 


Technological Change and Aggregate Demand 


A widely accepted opinion among contemporary economists is that rapid 
technological change stimulates aggregate demand. Accordingly, many have 
looked upon the recent (apparent) acceleration in the rate of technological 
change as a harbinger of stable full employment, or at least as an important 
bulwark against future depression. Presumably this opinion rests on either or 
both of two assumptions: (1) that technological change increases the demand 
for capital, or (2) that it raises the consumption function. 

That rapid technological change is a favorable factor in the economic out- 
look is a recurrent theme in the Economic Report of the President for 1954. 
This report states, for example (p. 61): “Research and development activities 
of industry, nonprofit institutions and Government are steadily enlarging the 
opportunities for new investment.” This argument is buttressed by a special 
appendix presenting estimates of expenditures for research and development 
in recent years. A vigorous statement of the same idea is found in an address 
by Sumner H. Slichter: “The principal reason why it is impossible for me to 
be anything but optimistic about the intermediate business outlook is the 
extraordinarily rapid growth of technological research. . . . Research increases 
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the demand for goods as well as the capacity for industry to make goods. It 
increases the demand for goods partly by raising investment opportunities and 
partly by increasing the variety of goods offered to consumers, thus raising the 
proportion of personal incomes spent for consumption.” An advertisement of 
General Electric suggests that the idea has gained popular approval: “Any- 
one who spreads fears that we may be facing another major depression ignores 
completely how much America has changed since the 1930’s. Industrial 
research and development have broadened the base of our entire economy 
and, even more important, have laid the groundwork for a steadily increasing 
expansion in the years to come.”? 

The purpose of this note is to examine the relation between technological 
change and aggregate demand. My conclusion is that, while technological 
change probably does tend to raise the demand for capital and the propensity 
to consume, there are important offsetting factors the principal one being the 
tendency of technological change to increase risk.* 

The view that technological change tends to increase the demand for capital 
rests upon two arguments: (1) that the adoption of innovations usually 
requires an increasing ratio of capital to other factors, and (2) that techno- 
logical change renders existing capital goods obsolete. 

First, does technological change require a higher ratio of capital to other 
factors and so increase the demand for capital? This is the question of 
whether innovations are, on balance, capital-requiring or capital-saving. This 
question has been so thoroughly considered in the debate on the stagnation 
hypothesis* that further discussion here would be fruitless. I shall merely 
point out that not all innovations are capital-requiring, some—perhaps many 
—are capital-saving. In considering the net impact of innovation on the 
demand for capital, the effect cf capital-saving innovations must be deducted 
from the effect of capital-requiring ones.* 


* Commercial and Financial Chronicle, May 27, 1954, p. 2350. 

* Saturday Review of Literature, June 12, 1954, p. ii. 

*I shall define technological change as variations in methods of production, or in prod- 
ucts, arising from applications of new knowledge. Technological change is a peculiarly 
obscure concept because it is difficult to distinguish, either practically or conceptually, 
those changes in methods and products which are attributable to new knowledge and 
those which derive from changes in consumer tastes or in supply of factors. It is also 
difficult to measure the rate of technological change and so to give meaningful content to 
the prevalent idea that this rate is increasing. 

*See especially, A. H. Hansen, Full Recovery or Stagnation (New York, 1938); 
A. H. Hansen, Business Cycles and National Income (New York, 1951), pp. 478-82; and 
George Terborgh, The Bogey of Economic Maturity (Chicago, 1945). See also the bibliog- 
raphy in Readings in Business Cycle Theory (Philadelphia, 1944), pp. 477-78 and 484-85. 

° Additional but inconclusive evidence on this point is found in the studies of Simon 
Kuznets and Raymond Goldsmith on long-term trends in the ratio of reproducible 
tangible wealth to net national product. This ratio has remained in recent years sub- 
stantially below the level maintained prior to 1930. Simon Kuznets and Raymond Gold- 
smith, Income and Wealth of the United States: Trends and Structure, International 
Association for Research in Income and Wealth: Income and Wealth Series II (Cambridge, 
England, 1952), pp. 296-300. 
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Second, does technologically induced obsolescence tend to increase the 
demand for capital? Perhaps so. The discovery of new products and new 
methods reduces or destroys the value of existing capital goods and creates a 
demand for new capital goods to replace the outmoded old ones. But the 
conclusion that this increases the demand for capital must be provisional be- 
cause obsolescence also exerts a deterrent effect upon investment. 

The effect of technological change as a stimulant to the demand for capital 
is likely to be offset, at least in part, by the fact that it hastens the expected 
rate of obsolescence. As technological change continuously presents new 
methods and new products, and thereby outmodes existing capital goods, 
businessmen inevitably become aware of its pervasive effect on the probable 
life of existing assets. Any actual or anticipated speeding-up of technological 
change is likely to increase the expected rate of obsolescence and businessmen 
will then be inclined to require still higher prospective rates of gross return 
to justify any given investments.® Only to the extent that the rate of innova- 
tion exceeds the expected rate will there be no corresponding restraint upon 
investment plans. And even then, as such unexpected technological change 
materializes, it will likely be subjectively incorporated into the weighted 
average rate of (expected) innovation and may deter subsequent investment 
plans. Thus, while technological change tends to raise the demand for capital 
by creating new profitable investment opportunities, it also tends to lower the 
demand for capital by hastening the (expected) rate of obsolescence. True, 
any one innovation may open up new profitable uses for capital, but it does 
not necessarily follow that speeding up the rate of technological change for 
the economy as a whole will raise the demand for capital. 

A numerical illustration may suggest the possibilities. Suppose, at experi- 
enced rates of obsolescence, the average expected life of all capital assets is 
(on the average) 20 years.’ Then, assume that the rate of technological change 
increases so that the average expected life falls to 15 years. This would 
increase expected capital consumption charges by about 33 per cent. Assum- 
ing that capital consumption constitutes about 10 per cent of all costs of 
production, this would mean an increase of 3 per cent in prospective total 
costs. This cost increase (like an equivalent rise in the interest rate) would 
reduce the demand for capital, offsetting at least partly the increase in demand 
generated by the technological change.*® 

Technological change (and related obsolescence) may also tend to lower 
the demand for capital by influencing the form of investment. For example, 
as businessmen expect more rapid obsolescence they may buy capital assets 


*Cf., Emery Troxel, “Economic Influences of Obsolescence,” Am. Econ. Rev. (June, 
1936), XXVI, 280-90. 

‘For an interesting and useful schedule of depreciation rates for various types of 
assets, see Raymond Goldsmith, “A Perpetual Inventory of National Wealth,” in Studies 
in Income and Wealth, Vol. 14, National Bureau of Economic Research (New York, 
1951), pp. 22-23. 

* This cost-increasing effect of innovation may, of course, be offset partly or wholly 
by the cost-decreasing effect of some innovations. 
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that are less durable and they may maintain their capital assets less carefully. 
Or they may buy capital goods that are less specialized and that can be con- 
verted to new uses—even though they may be less efficient in any particular 
use. Moreover, rapid technological change may introduce financial problems 
in that lenders will be unwilling to grant long maturities or low interest rates 
on loans secured by capital assets subject to rapid obsolescence. 

Of course, this entire discussion rests on the assumption that variations in 
the rate of technological change will be reflected in businessmen’s expectations 
regarding obsolescence. This seems a reasonable assumption (though of course 
particular innovations may not be foreseen). Businessmen, at this stage in the 
industrial revolution, have already had ample experience with technological 
change, and it is probable that amortization rates are already determined 
primarily by expected rates of obsolescence rather than by physical life—the 
latter determining only the lower limit of amortization rates.® There is already 
a growing practice of setting standards for investment decisions in terms of 
short payoff periods, and great interest in accelerated depreciation and other 
devices directed toward rapid recovery of capital. Indeed, businessmen can 
scarcely avoid considering future technological possibilities in their invest- 
ment planning in an age that is dominated by an almost morbid interest in 
technology. Moreover, businessmen themselves are operating scientific labora- 
tories, and are in a strategic position to form realistic expectations about 
probable future rates of obsolescence. Perhaps the ultimate outcome will be 
the one-year payoff period, i.e., the expensing of capital outlays. 

Schumpeter’s paradox of “creative destruction” is relevant not only to 
competitive relationships but also to capital investment. What technology 
gives in investment opportunities it may also take away in increased risk. 

The proposition that technological change is favorable to high employment, 
though usually supported on the ground that it raises the demand for capital, 
is also defended on the ground that it increases the propensity to consume. 
This result is said to be achieved because technological innovation (1) enlarges 
the range of products available to consumers, and (2) hastens the obsolescence 
of existing consumer goods. Each of these arguments is plausible and doubt- 
less partially valid. However, each can be accepted only with substantial 
qualifications. 

It is of course true that technological change widens the range of products 
available to consumers, and it is plausible that the availability of new products 
tempts people to increase their consumer spending. Yet there are grounds for 
questioning this conclusion. Surely, the introduction of a new product, tele- 
vision for example, does not increase aggregate consumer spending by an 
amount equal to expenditures on television, as seems sometimes to be implied. 
Before television was ever thought of, most individuals were confronted with a 
myriad of consumption opportunities beyond their means. They were con- 
fronted with the possibility of buying not only additional units of goods 


°Cf., Joel Dean, Managerial Economics (New York, 1951), p. 149. For an excellent 
discussion of the economic significance of obsolescence, see: Simon Kuznets, “Comment,” 
in Studies in Income and Wealth, Vol. 14, op. cit., pp. 62-68. 
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already being consumed (e.g., food, clothing, housing space, etc.) but also 
thousands of additional goods which they could not afford at all (e.g., trips, 
sailboats, photographic apparatus, summer camps for children, etc.) The 
difficulty of saving the marginal dollar was about as great before the debut of 
television as after. For most people, spending has seldom been limited by lack 
of objects to buy or by lack of desire. It is not evident that the addition of 
new objects changes appreciably the pressure to spend relative to the desire to 
save. More likely, the purchase of new goods is largely at the expense of other 
goods that would have been purchased at the same level of income—though it 
must be conceded that dramatic innovations like the automobile or television 
may have tapped funds that would otherwise be saved. 

It is true that technological change renders consumer goods obsolete; but 
one must proceed with caution in concluding from this that technological 
change increases the propensity to consume. The effect of obsolescence on 
consumers may be somewhat similar to its effect on businessmen. If tech- 
nological change increases the demand for consumer goods by outmoding 
existing goods, it may also increase the expected rate of obsolescence and 
thus tend to reduce demand. Moreover, in meeting the problem of obsoles- 
cence, consumers like businessmen may try to avoid some of the costs of 
obsolescence by demanding cheaper and less durable goods instead of dearer 
and more durable goods. But conceding that technological change may increase 
the demand for automobiles or appliances, or other consumer durables, it 
does not follow that this will change the aggregate propensity to consume. It 
may merely redirect demand from industries in which technological change 
is slow to those where it is rapid. It is not self-evident that one’s desire to 
have a late model car and one’s willingness to scrap cars before their physical 
usefulness has ended lead to a higher propensity to consume. They may merely 
alter the structure of demand. 

In view of these considerations, the proposition that technological change 
increases the propensity to consume must be accepted with important reserva- 
tions. One’s intuitive judgment is that technological change does tend to raise 
the propensity to consume, yet there are enough offsetting factors to suggest 
that the effect is not large. 

This paper is a mild protest against what I consider to be the excessive 
claims of those who assert that rapid technological change will protect us 
against future unemployment. In writing a paper of this sort, one is tempted 
to overstate his case. To clear the record, I shall try to summarize my conclu- 
sions accurately: (1) technological change probably does tend to raise the 
demand for capital but this effect may be offset wholly or in part by the 
increased (expected) rate of obsolescence resulting from innovation, and (2) 
technological change probably does tend to raise the propensity to consume 
but the effects are not likely to be substantial. Technological change may 
not prove to be the bulwark of future high-level stability that current litera- 
ture frequently suggests. 
Howarp R. BowEN* 


* The author is professor of economics at Williams College. 
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What Every Economist Should Know about 
Health and Medicine: Comment 


In the March 1954 issue of the American Economic Review, Professor Eli 
Ginzberg, in a review article entitled “What Every Economist Should Know 
about Health and Medicine,” assesses the Magnuson Report (Building 
America’s Health, A Report to the President by the President’s Commission 
on the Health Needs of the Nation, Washington, 1953). Since the Magnuson 
volumes are undoubtedly the most important study of the financing and 
organization of medicine since the famous reports of the Committee on the 
Costs of Medical Care more than twenty years ago, it might be well to 
present to economists another version of “What Every Economist Should 
Know about Medicine.” 

Let me say at the outset that Ginzberg makes many wise and penetrating 
remarks about the economics of medicine and about the Report under discus- 
sion. As Ginzberg contends, there is little use of pumping more money into 
medicine unless an attack on shortages of personnel, equipment, and facilities 
is also made. Otherwise the effect is likely to be inflation rather than improve- 
ment of service. But this is a principle well known in Washington. Even in 
the presentation of its program of National Health Insurance (NHI) the 
Truman administration time and again stressed the need of limiting addi- 
tional demands on services to those markets where they were equal to the 
strain. No one conversant with recent British experience could be blind to 
the danger of a hasty expansion of services offered not offset by an adequate 
provision of future supplies. Nor was the Commission blind to this considera- 
tion. 

Ginzberg raises questions concerning the shortage of personnel, an issue on 
which the Commission is eloquent. The application of doctor-population ratios 
in rich states to the nation necessarily reveals a shortage of physicians. This 
approach, credited to the Commission, is faulty, as Ginzberg contends. 
(Though this is not the only approach used—see Vol. I, p. 13.) Ginzberg 
really seems to believe that there is no shortage of physicians. He should 
compare each of the following variables for 1900 and 1950: the supply of 
doctors, the number of annual medical graduates, per capita national income, 
population, the demands put upon the medical profession by increasing births 
and the proportion of the aged in the population, the additional needs related 
to improved financing and organization, the requirements (present and 
prospective) set by the cold war, the scarcities of psychiatrists and the in- 
creased need for them, the increased complexities of medicine, the maldistri- 
bution of personnel both geographically and occupationally (inclusive of an 
excessive number of specialists relative to practitioners). Against these factors 
all pointing to additional needs (often unmet because of financial obstacles to 
seeking medical care), we can only weigh the improved quality of the doctor, 
the greater ease of getting around, and, as the American Medical Association 
so frequently points out, improved teamwork. (Nurses complain bitterly, how- 
ever, of the unwillingness of physicians to allow them to assume responsibili- 
ties of which they are capable.) On the issue of teamwork, it might be said 
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that organized medicine objects to the one kind of teamwork that really results 
in doctors caring for more patients than formerly—i.e., the teamwork of 
group practice. My criticism of the Commission would be not that they 
exaggerate the shortage but that they underestimate it. It is of some relevance 
that there were substantially fewer physicians in relation to population in 
1950 than in 1900 or 1850 and a smaller number (absolute) graduating from 
all medical schools in 1950 than in 1905. Surely the large rise of physicians’ 
incomes also points to shortages of personnel.’ 

On the issue of subsidies to medical education as a means of increasing the 
supply of physicians, Ginzberg is critical of the Commission for not dealing 
with the financial problems of the Institutions of Higher Learning (IHL). 
But as one who served on the financial panel of the Commission and also 
summarized for the Commission the discussion of what I thought was an 
excellent two-day seminar by leading experts on financial problems, I am sure 
that the Commission was aware of the problems of the IHL. Thus, Dr. Ward 
Darley, dean of the medical school and vice-president of the University of 
Colorado, pointed out to the Commission orally and in writing that transfers 
to medical schools from university funds had risen from 7 to 34 per cent of 
medical school income over a period of eight years. “This is creating serious 
financial problems for many universities” (Vol. IV, p. 94). Ginzberg also 
contends that there are inadequate applicants for medical schools, in part 
because the peak of veterans’ enrollment has been reached. But he surely 
must be aware that in 1954 we reach the minimum of numbers in the college- 
age group and by 1960 there will be 20 per cent additional population of 
college age, and by 1970 about 70 per cent additional. Responsible estimates 
put IHL enrollment at 3 to 4 million by 1970 as against 2 million currently.? 

Ginzberg also writes: “Nor did the Commission sense that an increasing 
number of deans of medical schools would be claiming in 1953 that they were 
facing a shortage of promising applicants” (p. 109). Aside from the relevance 
of the fact that increasing college enrollments are to be anticipated, I refer 
again to a statement by Darley: “Most medical educators believe that if 
sufficient funds for all medical schools could be made available, continuing 
increases in their enrollments, consistent with high quality education will 
rapidly catch up with the need. . . .” (Vol. III, p. 98). 

Perhaps, as Ginzberg contends, a $100 million subsidy will not solve the 
problem of the medical schools. But as long as it costs $3,000 per year to 
educate a medical student who pays about $500, the medical schools are going 
to find expansion most difficult. A subsidy of $1,000 per new (additional) 
student and $500 for existing enrollment, which was provided in a Congres- 
sional bill that came close to passage, would help greatly. Medical deans sup- 


*From 1937-39 to 1951, the average net income of physicians rose from $4,363 to 
$12,518, or by 189 per cent. This might be compared with the much less favorable rise 
of other professions and especially teaching. See especially Surv. Curr. Bus., July 1952, and 
Magnuson, Vol. 4, p. 251. 

* College Age Population Trends: A Source of the Committee on Special Projects, for 
the American Association of Collegiate Registrars and Admissions Officers, Columbus, 
Ohio, 1953; also see New York Times, June 6, 1954. 
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ported this bill in evidence before a Congressional Committee. (Thai the 
member of the Magnuson Commission who was a medical school dean was 
opposed to federal subsidies does not, as might be assumed from Ginzberg’s 
remark, reflects the views of medical school deans generally. Cf. Vol. III, p. 
98.) 

On the need of new hospital beds, Ginzberg also disagrees with the Com- 
mission. He is critical of the Commission for accepting the Hill-Burton 
formula (the basis of the Federal Hospital Construction Act which provides 
federal subsidies) for determining need of new hospital beds; and he also is 
alarmed by the costs involved in meeting the estimated deficiency of beds. 
On the first point, note the Administration in 1953, after a careful survey of 
estimates of needs of hospital beds, supported the Hill-Burton formula.’ In 
fact, hospital building under the Hill-Burton Act over several years has not 
reduced the deficiency. The original deficiency under the Hill-Burton formula 
was 800,000 beds with existing capacity at 1 million: the President’s undocu- 
mented estimate in 1954 was 600,000; the actual provision over several years 
of building under the Hill-Burton formula has been about 100,000 with clos- 
ing of federal hospitals, obsolescence and growth of population more than 
offsetting this gain of 100,000. In fact, total beds were down from 1,739,000 
in 1945 to 1,530,000 in 1951, with the decline of government beds exceeding 
the total decline.* Deficiencies are especially serious for mental and chronic 
illnesses. In the case of the latter, for example, the deficincy at the end of the 
war was almost 3 times the current capacity; but in June 1952 the deficiency 
was 6 times current capacity. Chronic beds accounted for more than 30 per 
cent of the total deficiency and yet accounted for but 4 per cent of the projects 
(dollar value) under the Hill-Burton Act until June 1952. 

Ginzberg’s estimates of costs of construction of hospitals seem very high. 
He estimates the cost of the Commission program for construction of general 
hospitals at $4.5 billion, and of mental hospitals at $5 billion. But on the 
basis of the costs of construction under the Hill-Burton program (this program 
financed construction beginning in 1948), I obtain the following (Vol. IV, 
p. 279): 


Average Cost Deficiency of Total Cost 

per Bed Beds (millions) 
General $17,000 226,000* $3,842 
Mental Beds $7,300 330,000* $2,409 


* These figures are identical with those used by Ginzberg. 


Wrongly, Ginzberg seems to impute to the Commission a program for 
covering the deficiency of 800,000 beds. I see no evidence for this position in 


*L. S. Reed and H. Hollingsworth, How Many General Hospital Beds Are Needed? 
(U.S. Dept. of Health, Education, and Welfare, Washington, 1953), p. 66. 


*It should be noted that government beds were excessive and private beds inadequate. 
The introduction of comprehensive insurance on a wide basis might cut the demand for 
hospital beds though it is not at all clear that the net effects would be reduced needs. For 
statistical material in this paragraph, see L. S. Reed and H. Hollingsworth, op. cit., p. 22; 
and especially “America’s Health Status, Needs and Resources,” a statistical appendix 
in Building America’s Health, Vol. III, especially pp. 229-52. 


ak 
f 


COMMUNICATIONS 925 


the Report (Vol. I, pp. 25-28). Indeed, the Commission wishes to improve on 
the Hill-Burton Act. But performance under this act depends upon appropria- 
tions; and the present administration appropriated $50 million for 1954-55. 
The Comnnission itself would add but $77 million per year to the construction 
program as of 1952 (Vol. I, p. 79). I can only conclude that Ginzberg’s figures 
are highly inflated—even if, despite a stabilization of prices since March 1951, 
we allow for an inflation of construction costs of 5 to 10 per cent since 1949- 
50. (Actually construction costs were stabilized in 1951 and 1952 and hos- 
pital construction costs in 1951 were 7 per cent in excess of those for 1948- 
50.)° 

I cannot leave this discussion of hospitals without commenting on another 
of Ginzberg’s statements. Again, I do not find support for this generalization: 
“Further, since the recent advances in medicine have given most persons a 
good chance of staying out of hospitals from the time they are born until 
they begin to undergo the decrepitude which accompanies senescence—with 
the possible exception of a day or two for a tonsillectomy or a week or so 
for an appendectomy—the exclusion of patients with long-term illness from a 
plan for financing health involves a major restriction. Every general hospital 
in the country is aware of the fact that it is being transformed from an insti- 
tution concerned with the treatment of acute conditions to one primarily con- 
cerned with caring for the multiple complaints of the aged” (p. 117). In this 
connection, note the following: 

1. From 1935 to 1952, there was “a decrease in the length of patient stay 
by 32 per cent in non-federal hospitals.”* Is this consistent with the increased 
and almost exclusive use of hospitals for chronic illness? 

2. In 1951, 89 per cent of total beds were in short-term hospitals and 11 per 
cent in long-term hospitals, with average length of stay being 8.3 and 114 
days, respectively.” 

3. “On the basis of diagnosis, chronic diseases account for probably 25 to 
50 per cent of the days of hospitalization of all general hospitals, i.e., exclu- 
sive of mental and tuberculosis hospitals.”* 

4. How much care for chronic long-term patients is provided by short-term 
general hospitals is difficult to say. Under the Blue Cross Plan in 1948, 2.8 
per cent of the cases paid for had a stay of 30 days or longer; these cases 
entailed 16.4 per cent of the total days of care paid for by the plan.® Other 
studies of Blue Cross suggest that chronic diseases were responsible for 28 to 
34 per cent of all hospital days.*® 

Perhaps my main differences with Ginzberg revolve around the problems of 


® Survey of Current Business and Magnuson Report, Vol. IV, p. 274. 

* Financing Hospital Care in the United States: Recommendations of the Commission 
on Financing of Hospital Care (Chicago, Ill., 1954), p. 37. Cf., also, Magnuson Report, 
Vol. ITI, p. 278. 

"U. S. Department of Health, Education, and Welfare, How Many General Hospital 
Beds are Needed? (Washington, D.C., 1953), p. 32. 

* Ibid., p. 33. 

Ibid., p. 34. 

® Ibid., p. 33. 
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organization and finance. Despite the phenomenal rise of Blue Cross and Blue 
Shield, prepayment health insurance is still a relatively small factor in Ameri- 
can medicine: all prepayment plans provide but $1.5 billion of the more than 
: $10 billion of private costs of medicine. Group practice is still in a primitive 
5 : state. The crucial issue is, why is this so? 
Pe The reviewer of the Magnuson report contended that group medicine has 
made so little progress primarily not because of the opposition of medical 


“ societies and lack of finance but because American physicians are individual- 
rs: ists and do not like group practice. I am unable to accept this interpretation. 
: The medical societies ruthlessly fight prepayment programs, in part because 
4 they believe that the net effect is likely to be reduced revenues for the profes- 


sion. Indeed, they support Blue Cross, in part because the net effect is to 
channel more money into medicine; but Blue Shield insurance is restricted to 
4 low or moderate income groups. In other words, the doctors are given the 
7 freedom to charge what the traffic will bear in the case of patients with 
incomes above, say, $5,000, and are given additional protection in the case of 
patients with lower incomes through insurance and a spreading practice of 
inflating charges when the insurance agency pays the bill or a major part of 
: it.1* Indeed Ginzberg is right when he says that doctors want independence. 
: But every producer wants freedom from control by the consumer. Medicine 
is surely a unique market in that the consumer is denied any control over the 
service and price, and doctors are allowed to organize in professional societies 
which, to some extent, determine pricing and service practices. Group medi- 
cine is in part an attempt to protect the consumer against one-sided control 
of the market. The spectacle of a New York physician, head of a unit of the 
Health Insurance Plan of New York, being persecuted by the New York 
Medical Society for advertising for new members to join this plan, is distress- 
ing. 

It is a striking fact that comprehensive prepayment insurance covers but 
3 per cent of the population; and there are few of these plans that allow free 
entry. Why have they not made more progress? Ginzberg does not believe that 
opposition of medical societies is a decisive factor. Yet the New York Times 
and Herald Tribune each year publish vigorous attacks by the societies on 
the famous Health Insurance Plan of New York, a comprehensive plan with 
400,000 members.*? This plan has survived so far in part because of the help 

™ See, for example, various statements before the Wolverton Committee, Congressional 
Record, App., Jan. 20, 1954, pp. A368, 371. For example, in Michigan one group that 
raised its fees in order to get full coverage for surgical expenses found that one result 7 
was an average charge by the surgeon of $20 more per identical service rendered than for Vy 
members of another group that did not raise its fees. The surgeon seemed to increase his 
charge merely because the insured was more nearly covered. 

See editorials in the New York Herald Tribune, January 16, 1954 and May 16, 1954, 
and New York Times, May 15, 1954 in reply to attacks made by medical societies. “County 
medical societies ought not to have the power to prevent a legitimate health insurance plan 
from telling its story through advertisements, or from carrying on any ethical activities” 
(Herald Tribune, January 16, 1954). After defending fee-splitting, the New York State 
Medical Society voted against the practice of paying salaries to doctors “and voted changes 
in the code of medical ethics aimed directly at the destruction of a vast number of voluntary 
prepayment medical care plans” (ibid., May 16, 1954). 
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given by the City of New York. The opposition of medical societies, such as 
the New York State Medical Society, expressed both in state legislation, 
which frequently makes the formation of such plans impossible, and in perse- 
cution of physician-members is in no small part the explanation of the snail’s 
pace at which comprehensive prepayment plans have advanced. 

Short of the solution of compulsory national health insurance (NHI), the 
acceptable way out is prepayment comprehensive health insurance. This is the 
crucial conclusion of the Magnuson Committee. (The Ives-Flanders Bill in 
the Senate, which the sponsors recently withdrew under pressure from the 
administration, embodied provisions similar to those recommended by the 
Magnuson Committee.) But financial subsidies are needed: especially for 
initial organizing expenses, construction of health centers, and direct subsi- 
dies to various comprehensive plans approved by the states, in order to make 
possible rates low enough for most people to join, or else subsidies to indi- 
viduals with low incomes which would make possible their participation. This 
is the approach of the Commission. 

Comprehensive plans seem to the writer a healthy compromise between 
NHI, so effectively disposed of by the AMA for the time being, and Jaissez- 
faire in medicine. Ginzberg is critical of the Commission for suggesting an 
outlay of $750 million by the federal government (and a similar one for state 
governments) to expedite a comprehensive insurance program. In fact, 
throughout his review Ginzberg seems greatly concerned over the financial 
costs to government of all facets of medical costs. Yet may not one contend 
that a $367 billion economy that can reduce taxes by 10 to 13 billion dollars 
can also afford an ultimate increase of $1 billion for medicine and education? 

Indeed an outlay of $1.5 billion (one-half to be paid by federal govern- 
ment) to stimulate the growth of comprehensive insurance may not solve all 
the problems, as Ginzberg contends—and there is need for allowing time for 
facilities to grow. Perhaps the Commission merits criticism for urging too rapid 
a development of comprehensive insurance. In an independent estimate which 
I presented to the Senate Labor Committee on April 22, 1954 in its hearings 
on the Eisenhower Health Program, I proposed a governmental outlay of 
$2,150 million (shared by federal, state, and local governments), this figure 
to be reached only after ten years. Part of the costs of comprehensive insur- 
ance would be met by employers and employees through social security con- 
tributions, with government subsidies of $100 for incomes below $1,000 and 
declining to $20 for incomes above $4,000. This would start us well on our 
way towards an adequate program. This would not wholly solve the problems 
of chronic illness, though the suggested added grants by the federal govern- 
ment would help greatly. Time is essential to incubate comprehensive pro- 
grams, for the effects of the present program would be merely to subsidize the 
present inadequate health insurance programs, and thus freeze an unhealthy 
situation. 

Differences between the Commission and Ginzberg stem largely from 
philosophical and ideological considerations. In general, Ginzberg is wary of 
government spending, of government influence upon the spending pattern, or 
of public interference with the distribution of medical resources. When there is 
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little disposition to intervene in the financing and organization of medicine, 
then there is a disposition to minimize the potential contributions of improved 
organization and financing. 

Those who stress the importance of improving organization and financing 
are not necessarily blind to the relevance of other considerations. But because 
all slums cannot be cleared out at once or because the problems of the aged 
and of those with subnormal incomes cannot be solved at once, it does not 
follow that a frontal attack should not be made on the financing and organiza- 
tion of medicine. I make this point because the AMA has so often contended 
that the road to improved health lies in better housing, higher incomes, better 
nutrition, etc.; in their view, improvements in these directions are needed, 
not reforms in the methods of organizing and financing of medicine. I am 
afraid that Ginzberg’s presentation implies an agreement with the AMA 
position. 

What is wrong with medicine is inadequacy of resources; their maldistribu- 
tion; the inadequate mechanisms for pooling resources on an insurance prin- 
ciple; the excessive weight given to payment on the fees principle, with un- 
fortunate delays in seeking help; the shortages of important personnel and 
facilities. It is possible to channel more resources into medicine and achieve a 
better distribution, and probably with a resultant rise of income several times 
the additional costs. It is no more anti-free enterprise to use the taxing power 
to cut down the consumption of tobacco and alcohol in order to increase the 
consumption of medicine (as the British have done) than it is anti-free enter- 
prise to use the general property tax to finance the major part of a $7 billion 
educational bill. How much would we be spending on elementary and high 
school education today if the same organized pressures had prevailed a century 
ago in education as now prevail in medicine to keep down expenditures both 
public and private? 

What every economist should know about medicine is that at our standard 
of living we ought to spend more money on medicine and ought to obtain an 
improved distribution. But without government guidance and limited financial 
help, the required improvement in organization will not be forthcoming. 

Seymour E. Harris* 


* The author is professor of economics at Harvard University. 


Reply 

In returning to the issues that I raised in my original article, “What Every 
Economist Should Know About Health and Medicine,” and which Professor 
Harris dealt with in his extended comments, I am breaking a rule of twenty 
years not to engage in public rejoinders. Every man should have his say; and 
there is little gain from repetition. However, my original presentation and 
Harris’ reply deal with very complex issues with which most economists are 
not very familiar. It may be helpful, therefore, to spend a little more time 
evaluating the principal issues. In my opinion, most of the differences between 
Harris and myself with regard to policy grow out of our differences in reading 
the evidence. 
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1. Is there a shortage of physicians? Harris is sure that there is, and offers 
as evidence many changes including increases in population and wealth. He 
lays major stress, however, on the ratio of physicians to population in 1850 
and in 1900, compared to 1950. Harris must have overlooked the fact that in 
the earlier periods a man could acquire a medical degree by paying his fees 
through correspondence; and that it was customary for the young man to 
proceed directly from high school to medical school. There is no more logic 
to comparing the physician of 1850 with the physician of 1950 than there is 
to comparing alchemists and chemists. My own studied conclusion to the 
problem of whether a shortage exists follows: 


A judgment about the level of medical care is not the same as a judgment 
about the number of doctors, for the number of physicians is only one 
factor determining the level of medical care. New patterns of medical 
practice that will result in the improved utilization of the available supply 
of physicians provide a major opportunity for raising the level of medical 
care. Nevertheless, although the number of doctors being trained is al- 
ready increasing slowly, the evidence points to the desirability of a 
greater rate of increase. Great care must be taken, however, to main- 
tain and even further improve the quality of medical training. Moreover, 
no foreseeable increase in the number of graduates is likely by itself to 
solve some of the most serious types of shortages such as currently exist 
in rural areas and in many state hospitals. The successful solution of 
these problems requires the combined efforts of the nation, the affected 
communities, and the medical profession. 


(A Policy for Scientific and Professional Manpower, National Manpower 
Council, Columbia University Press, 1953, pp. 240-41.) 


2. Harris believes that without federal subsidies to medical education, the 
expansion of medical schools will prove difficult. There is no clear and obvious 
need for rapid expansion. The Commission on the Financing of Higher Edu- 
cation recently concluded, after an exhaustive study of the problem, against 
such a subsidy. The crux of the financial problem of medical education appears 
to be related primarily to the untoward effects of the medical school’s drain 
upon the general university budget, rather than an insufficiency of funds to 
expand the number of doctors in training. 

3. As to the state of our hospital facilities, Harris argues that despite the 
construction of recent years, we still have a national deficit of 800,000 beds 
against a base of 1 million beds in active use. He fails to mention that the 
rate of occupancy in general hospitals is in the low 70’s, against an optimum 
of 85 per cent. No sensible person can deny that many hospitals are obsoles- 
cent and should be scrapped and replaced by modern structures when the 
opportunity arises, as in the event of a depression. Overcrowding in mental 
hospitals is notorious, and there are serious deficiencies in facilities to care 
for the chronically ill. But to calculate a total bed shortage of more than 
550,000 and then to support the Commission on the Health Needs of the 
Nation’s recommendation for an increased federal expenditure of $77 million 
per year is, if not incomprehensible, at least confusing. Harris believes that 
I overestimated hospital construction costs, although I checked my estimates 
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with a major hospital planning agency. But even his revised estimate shows a 
national requirement of $6 billion! 

4. Harris is amazed by my prognosis that general hospitals, because of the 
very advances of medicine, will increasingly be concerned with caring for the 
complaints of the aged. He, himself, quotes sources which point to the fact 
that currently up to one-half of all days of care in general hospitals can be 
accounted for by chronic illness. My statement was based not on conditions 
today but on my estimate of conditions a decade and a generation hence. A 
study of a controlled population, such as that of the Army, is highly suggestive 
of what has been occurring during the past decade. At the outbreak of the 
second world war Army hospitalization, exclusive of facilities required for the 
care of battle casualities, was planned on a ratio of more than 4 per cent of 
troop strength. Current occupancy is below 2 per cent. If Harris would talk 
with the admitting physician of any teaching hospital, he would find further 
substantiation for my generalization. Almost every teaching hospital has a 
serious problem of finding a sufficient number of active ward cases. 

5. Harris believes that I failed to appreciate the reasons why group practice 
is in such a primitive state. It is clear to him that the opposition of medical 
societies is determining. There can be no question about the opposition of 
organized medicine to certain types of groups, especially those in receipt of 
public subsidy. This opposition may be against the public interest. I am by 
no means sure that in every instance this is so. But it is important to note 
that among the Board of Trustees of the American Medical Association are 
physicians who head very large group-practice units and who are strong advo- 
cates of their extension. Aside from the justified or mistaken opposition of 
organized medicine, the reasons for the slow growth of groups must be sought 
in the following: They have been unable to provide comprehensive services of 
good quality at a sufficiently low cost to be attractive to many; many con- 
sumers are willing to pay more for their medical services for the privilege of 
choosing their own physicians; although comprehensive care is the exception, 
medical practice today is group practice in the sense that no competent 
doctor practices alone. 

6. According to Harris, comprehensive plans seem to be a healthy compro- 
mise between national health insurance and laissez faire in medicine. Harris 
says that a $367 billion economy which is currently reducing taxes by $10 
to $13 billion can also afford an “ultimate” increase of $1 billion for medicine 
and education. The Commission recommended a program of $1 billion of addi- 
tional federal expenditures immediately, that would involve the states in a 
corresponding increase of $750 million immediately. And, as Harris recog- 
nizes, such expenditures would not solve the problems of financing medical 
education, cover the costs of hospital construction, lead to a substantial 
improvement in the level of care in mental hospitals, provide adequate serv- 
ices for the chronically ill—to list only these omissions. No one will argue 
against the desirability of increasing reliance on the insurance principle for 
the payment of medical care. Growth over the past years has been phenom- 
enal, and every sign points to continued growth. The comprehensive health 
insurance program that the Commission advocated and Harris supports will 
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fall far short, as we have seen, of being comprehensive. Both the Commission 
and Harris have stipulated but not proved the need for comprehensive pro- 
grams. We need better insurance programs and these are on the way. 

Harris concludes that the basic differences between the Commission and 
myself stem largely from philosophical and ideological considerations. He 
says that in general I am wary of government spending, of government influ- 
ence upon the spending pattern, or of public interference with the distribution 
of medical resources. Harris has interpreted my position correctly. It may be 
helpful if I briefly indicate why I hold such cautionary attitudes about the 
ability of government and the public purse to solve the crucial problems of 
medical care. 

I have not been heartened by the job that the federal government has done 
in providing medical care for our veterans; even less by the record of the 
state governments in caring for the mentally ill; and the picture is not 
improved when one reviews the operations of municipal hospitals. 

I have seen the number of physicians increase by tens of thousands with- 
out providing adequate coverage for certain rural areas. The number of 
psychiatrists has doubled and doubled again, but state mental hospitals 
remain badly understaffed. Increases in the general supply contribute very 
little to the solution of specific shortages. 

Harris concludes by raising the question how much we would be spending 
on elementary and high school education today if the same organized pres- 
sures had prevailed a century ago in education as now prevail in medicine to 
keep down expenditures both public and private. Two points are worth noting. 
Despite pressures to restrict the level of federal expenditures for medicine, 
total expenditures exceed the amounts devoted to public education. Secondly, 
the quality of medical services available to the average citizen resulting from 
untidy and, in many instances, unsatisfactory financial patterns may be no 
worse, and in fact considerably better, than the quality of education available 
to his children, neatly financed out of the public purse. The nub of my dif- 
ference with the Commission and with Harris lies not in my unwillingness to 
see more money spent for medical care, even more federal monies, but my 
conviction that there is no need to design grandiose plans and there is every 
reason to seek economical solutions for the specific problems that face us. 

GINZBERG* 


* The author is professor of economics at Columbia University. 


Some Questions about Growth Economics: Comment 


These remarks respond to “Some Questions about Growth Economics” 
which L. B. Yeager critically addressed in this Review (March 1954) to the 
Harrod-Domar-Hicks analysis of stable growth. His questions are essentially 
two: (1) Are not the methods of theorizing used in this analysis so “unsci- 
entific” as to invalidate the conclusions of the analysis? (2) Is it not true that 
“no trouble from supposed discrepancies between various growth rates would 
occur under stable money conditions’’? 

Yeager answers each question affirmatively, thereby creating the impression 
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that the Harrod-Domar-Hicks analysis is superficial and misleading for 
policy matters, and that emphasis on monetary factors would provide a better 
explanation of cyclical and growth phenomena. If these conclusions were to be 
accepted, many economists might believe that much recent progress in eco- 
nomic analysis had been illusory. For the growth models have been instru- 
mental in showing that full employment and a steady rate of growth depend 
on the fulfillment of fairly rigorous conditions, and that, while monetary ele- 
ments are important in explaining particular aspects of specific cycles, the 
basic systematic character of the business cycle is better interpreted in 
nonmonetary terms. It is the contention of the present comment that Yeager’s 
criticisms are not sufficiently convincing to warrant abandonment of these 
growth models as significant points of departure for further research into the 
issues raised by the growth theorists.’ 


I. Methodological Issues 


Yeager levies two methodological criticisms: (1) that theorizing of the 
Harrod-Domar-Hicks type “commits the error of ‘conceptual realism,’ ”? and 
(2) the parameters of the relationships used in the theory are not stable.* 

As to the first alleged error, it is submitted that the propensity to consume 
and the capital-output ratio are empirical concepts. To recognize that these 
concepts have operational meaning, one need only offer in evidence the many 
studies which attempt to measure the consumption function and capital-output 
ratios. The concepts of a “natural rate of growth” (the notion of a ceiling on 
full capacity output) and a “warranted rate of growth” (the notion of a 
moving equilibrium output) are admittedly of a different character. They are 
logical concepts. This, however, does not make their use illegitimate. 

To believe that all the concepts of science have their counterparts in 
“actual entities in the real world” is to misunderstand the methods of modern 
science. Such a view confuses the question of the acceptability of theories and 
the question of the reality of theoretical entities, and confuses experience and 
the logical methods by which we think about experience. The essence of any 
theory which purports to explain some set of phenomena is the introduction 
of fresh conceptions. We want to be able to look at the old phenomena in a 
new way, and so need to be given new questions to ask about them and new 
techniques with which to draw inferences about them. A fundamental merit 


*As the many reviews of R. F. Harrod’s and J. R. Hicks’ books indicate, there are 
other relevant questions that can be put to growth economics. The present discussion, 
however, is confined to Yeager’s questions. 

*“The growth theorists apparently sometimes forget that concepts such as the pro- 
pensity to consume, the capital-output ratio, the ideal rate of growth, and the natural 
rate of growth are not actual entities in the real world but rather just freely chosen con- 
structs of their own mind.” Yeager, op. cit., p. 62. 

*“To be specific, the propensity to save and the marginal capital-output ratio . . . are 
not constants. ... while experiment justifies natural scientists in relying on the stability 
of their parameters, some economists simply postulate the existence of parameters despite 
lack of evidence and, indeed, despite ample reason for doubting that stable numerical rela- 
tionships hold true in human affairs.” Ibid., pp. 57, 62. 
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of the growth models is that they have done just this. In so doing, they have 
used theoretical concepts—a procedure common to all model-making, whether 
in economics or natural science. It is surely no denigration of a model to say 
that it uses theoretical entities: just the opposite—that is its advantage over 
simple description. To ask for actual entities and nothing but actual entities 
(as Yeager does) is to ask for no theory at all. 

The scientist is content to leave open the question of the “real existence” 
of his theoretical entities. He is more concerned with the usefulness of the 
theoretical concepts; he accepts or rejects a theory by criteria of explanatory 
and predictive success—not by any answer to the question of the reality of 
abstract entities used in developing the theory.* It must be recognized that an 
abstract entity can have meaning within the framework of a system even though 
it has no meaning outside such a context, and that once its status within the 
framework has been expounded there is no further question as to the onto- 
logical status of the theoretical concept.’ Accordingly, the quest for “actual 
entities in the real world” corresponding to the natural and warranted rates 
of growth is misdirected: the concepts are given meaning indirectly by virtue 
of their positions in the complete model. The concepts have the function of 
providing a method for organizing our empirical knowledge; they are the 
means of making connections between pieces of empirical knowledge such 
as the propensity to consume and the capital-output ratio. As in any deduc- 
tively formulated theory, the postulates of the Harrod-Domar-Hicks analysis 
are not verified or falsified directly, but rather by the accuracy or usefulness 
of the explanations which are derived from the model. However, instead of 
evaluating the Harrod-Domar-Hicks analysis on this basis, Yeager concen- 
trates only on the issue of the real existence of the concepts used in the 
analysis. 

Regarding the second alleged limitation of growth economics—the assump- 
tion of stable parameters—we may agree with Yeager that “the propensity 
to save and the marginal capital-output ratio . . . are not constants.’*® Rare, 
indeed, is the economist who would deny this. Certainly the Harrod-Domar- 
Hicks approach recognizes that the propensity to save and the capital-output 
ratio have a range of values.’ It is only for the sake of analytical simplicity— 
and not because of any belief in its necessity—that the relationships are 
assumed to be linear. As several subsequent studies have shown, it is a rela- 
tively simple matter to incorporate variations in the propensity to save and 


*Cf. S. Toulmin, The Philosophy of Science (London, 1953), pp. 30, 134-39, 165-67; 
R. B. Braithwaite, Scientific Explanation (Cambridge, Eng., 1953), p. 368. 

*Cf. Braithwaite, op. cit., pp. 80-85; Rudolf Carnap, “Empiricism, Semantics, and 
Ontology,” Rev. Internat. de Phil., Jan. 1950, IV, 20-40; F. P. Ramsey, The Foundations 
of Mathematics (London, 1931), pp. 260-61. 

* Yeager, op. cit., p. 57. 

*R. F. Harrod, Towards a Dynamic Economics (London, 1948), pp. 78-79; E. D. Domar, 
“Expansion and Employment,” Am. Econ. Rev., Mar. 1947, XX XVII, 42-46, 48-49; Domar, 
“The Problem of Capital Accumulation: Rejoinder,” ibid., Dec. 1949, XX XIX, 1171-72; 
Domar, “Economic Growth: An Econometric Approach,” Am. Econ. Rev., Papers and Pro- 
ceedings, May 1952, XLII, 484-90; J. R. Hicks, A Contribution to the Theory of the Trade 
Cycle (Oxford, 1950), pp. vi, 2-3, 109-15, 170. 
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capital-output ratio into the basic growth models.® The general point is that 
the growth models do allow for a variety of effects; one can put many things 
into the formal boxes. The structural relationships of the model denote the 
logical framework of the problem of stable growth, but one can then introduce 
variations in the parameters to produce a variety of cyclical patterns. This is 
why the analysis has the merit of being able to reveal both the basic internal 
character of the cycle and the variations of cyclical experience.°® 

This procedure would be objectionable if (a) there were no dependable 
relationships between the variables considered in the models, so that varia- 
tions in the parameters were unpredictable, or if (b) other variables—not 
considered in the models—might change in such a manner as to cause the 
saving and investment coefficients to so adjust themselves as to assure steady 
growth. 

It must, however, be recognized that to be dependable a relationship need 
not be restricted to constant parameters. Whatever the shape of a function, it 
may nonetheless be stable in the sense of behaving in a dependable manner. 
All that this means is that the relationship is not haphazard, accidental, or 
wholly unpredictable. Yeager equates stability only with constancy,!° and 
does not admit the possibility that even if the relationships used in growth 
economics allow for changing parameters they might still be dependable." 


* Although Hicks’ analysis departs considerably from a simple acceleration principle, 
further departures from the overly narrow interpretation of the accelerator as a rigid 
single-valued technological coefficient can also be made: other writers allow for the role 
of profit expectations, level of capital stock, and optimum degree of utilization of plant 
capacity. Cf. R. S. Eckaus, “The Acceleration Principle Reconsidered,” Quart. Jour. Econ., 
May 1953, LXVII, 309-30; D. Hamberg, “The Accelerator in Income Analysis: Comment,” 
ibid., Nov. 1952, LXVI, 592-96; Hamberg, “Income Growth in Secular Stagnation and 
Inflation,” Econ. Jour., Sept. 1953, LXIII, 608-26; N. Kaldor, “The Relation of Economic 
Growth and Cyclical Fluctuations,” ibid., March 1954, LXIV, 54-55. 

No matter how much the acceleration principle is broadened, however, it is difficult to 
deny its basic thesis that there is some relationship between the flow of output and 
stock of capital. It must also be acknowledged, as Yeager fails to do, that the growth 
models give a prominent role to other types of investment which are not governed by the 
rate of expansion of the economy. 

* Cf. Hicks, op. cit., pp. 108-9. 

” Yeager, op. cit., pp. 57, 62. 

“There is a corollary to Yeager’s criticism of the assumed stability of the parameters, 
viz., the warning that the “logical implications” of a model may not be “directly 
applicable to the real world” (ibid., p. 55). If this means that the application of a model 
to policy issues is a matter of particular contexts and the wisdom of the policy-maker, 
the point is certainly well taken. But, no less than other economic theorists, the growth 
theorists recognize this. Hicks disclaims policy prescriptions on the first page of his 
preface. Also, Harrod, “Supplement on Dynamic Theory,” Economic Essays (London, 
1952), p. 280. 

Just as there is a division of labor in physics between statements of laws and state- 
ments about the ways in which, and the circumstances in which, laws are to be applied, 
so too there is a division of labor between the economic theorist and the practitioner who 
must find out how far and under what conditions the techniques of theory can be used. 
Theory can contribute, however, to an understanding of the relations between different 
policies and can indicate the possibilities of new policies not previously recognized. 
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II. Monetary Issues 


More serious is Yeager’s criticism that the Harrod-Domar-Hicks approach 
unduly neglects “such vital aspects of boom and depression as monetary 
conditions.” He asks, “would not proper money management be bound to 
promote equilibrating adjustments in s [propensity to save], v [capital-out- 
put ratio], the ideal [warranted] growth rate, and the actual growth rate?”’? 
And he concludes that “Nothing in the growth economics of Harrod and 
Domar has revealed forces in the real world that tend, quite apart from the 
behavior and management of money, to produce depressions and inflationary 
booms.”** Thus he wishes to minimize the emphasis on nonmonetary factors; 
instead he wishes to ask questions in terms of Fisher’s MV. 

Yeager does not adequately demonstrate the superiority of the monetary 
approach. He merely states that when the actual rate of growth happens to 
be faster than the warranted rate of growth, this must mean that “MV is 
tending to rise,” and therefore “restriction on growth of the money supply 
would seem to be the remedy for this inflationary situation.”** This assertion 
rests on faith in the efficacy of credit rationing and rising interest rates. 
Regarding the contrasting situation when real income is actually growing 
more slowly than the warranted rate, Yeager states that an increase in the 
money supply could remedy this deflationary situation. This assertion rests 
on an affirmative answer to the question: “Since the size of people’s cash 
balances affects their desires to save and to invest, would not relief of the 
excess demand for money through an increase in the money supply lessen 
the propensity to save or stimulate investment or both?’”?® 

These assertions are not in themselves sufficient to support the conclusion 
that “no trouble from supposed discrepancies between various growth rates 
would occur under stable money conditions.”** For “stable money conditions” 
is, of course, a question-begging term unless its meaning is explicated. Yeager 
must have in mind that a change in the money supply will affect prices,’* 
interest rates, and/or the propensity to save in such a manner that changes 
in these variables will act as stabilizers. This, however, is not simply a matter 
of monetary mechanics. On the contrary, it requires the discovery of behavior 
relations connecting changes in M and V with changes in these variables, and 
some proof that the volitional actions of economic agents will be such as to 
produce stabilizing changes in prices, interest rates, and saving. 

But once we begin looking for such behavior relations and volitional ele- 
ments do we not soon come back to the techniques of the Harrod-Domar- 


Veager, vp. cit., p. 61. 

8 Ibid., p. 63. 

* Ibid., p. 60. 

Ibid., p. 61. 

Tbid., p. 60. 

* Yeager does not emphasize the role of prices as stabilizers; but, as Alexander has 
shown, price flexibility may be sufficient to stabilize a highly explosive situation. S. S. Alex- 
ander, “Mr. Harrod’s Dynamic Model,” Econ. Jour., Dec. 1950, LX, 737-39. 
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Hicks analysis? Is MV anything more than aggregate demand? (And if Yeager 
is disturbed about the measurement of s and v, should he not be just as con- 
cerned over the measurement of MV? Is not V also a functional relation which 
is no more constant than are s and v?) Further, are not changes in 
the price level dependent on the relation between the total flow of spending 
and aggregate supply? Is not the rate of interest the connecting link between 
a change in the money supply and investment; and is not this effect negligible 
if liquidity preference is highly elastic or the marginal efficiency of capital is 
highly inelastic? 

Finally, if the level of consumption is made dependent on cash balances, 
must there not be some explanation of how the total stock of money is divided 
between liquid reserves and active circulation? As Tobin has stated, 


A variable is not useful in explaining the behavior of an individual if its 
magnitude is just as much subject to his discretion as the behavior which 
it is supposed to explain. An explanation of spending decisions must 
relate the spending of a household to determinants outside its control. 
This is the fatal objection to the hypothesis that the spending of an 
individual unit depends on the size of its cash balances, and to the macro- . 
economic hypothesis [that total spending will, other things being equal, 
vary directly with the quantity of money] derived from it. By exchanging 
cash for other assets, or vice versa, a household or firm carr control the 
size of its cash balance extremely rapidly.”® 


All these questions have been discussed in the literature, and we need not 
dwell on this old debate. In contrast with Yeager’s conclusion, however, it 
should be recognized that as a result of these discussions many economists see 
no basis for optimism regarding monetary policy: a widely held judgment is 
that the more realistic approach to monetary policy should be to keep it from 
compounding economic instability rather than to rely on an active monetary 
policy as the means of forestalling or correcting maladjustments in the 
economy.’® The present writer, for one, would submit that nothing in Yeager’s 
analysis controverts this judgment. 

G. M. Merer* 


*J. Tobin, “Asset Holdings and Spending Decisions,” Am. Econ, Rev., Papers and 
Proceedings, May 1952, XLII, 115. More generally, “any hypothesis which makes spend- 
ing depend on the holding of a particular kind of asset, such as cash or liquid assets, 
runs afoul of several objections: (1) other assets are good, often perfect, substitutes for 
the selected types; (2) the composition of an individual’s wealth is, at any time, subject 
to his own decision; (3) indebtedness should be treated symmetrically with asset holdings.” 
Ibid., p. 121. 

* Cf. A. G. Hart, “Monetary Policy for Income Stabilization,” in M. Millikan (ed.), 
Income Stabilization for a Developing Democracy (New Haven, 1953), p. 304. 

Yeager’s attention to monetary factors is actually limited to the problem of the cycle 
and does not relate to the more general problem of growth. While attention to the role 
of money in the cycle is relevant to Hicks’ problem, it misses Harrod’s preoccupation with 
a moving equilibrium of growth. The “dynamic equation” in Harrod’s growth model is 
only relevant for determining the trend of a cycleless economy. If Yeager wished to 
emphasize the monetary factor in a refutation of Harrod’s model, he should have demon- 
strated how the money supply would affect this trend. This he did not do. 


*The author is assistant professor of economics at Wesleyan University. 
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Growth economics purports to show that inflations or depressions (or even 
economic stagnation) occur unless total output grows at a rather definite 
“warranted” rate, all of which depends mainly on “real” rather than monetary 
conditions. These conclusions derive from the arbitrarily assumed stability of 
certain relationships. Growth economics thus grinds out alleged facts about 
the real world without drawing on observed facts about technology or human 
decision-making or on other facts about the real world. This, my chief worry 
about growth economics, Professor Meier does not even try to dispel. 

Meier says I “believe that all the concepts of science have their counter- 
parts in ‘actual entities in the real world’ ” and that I “ask for actual entities 
and nothing but actual entities.” Apart from misinterpreting me, Meier, in 
making these charges, does summarize pretty well some elementary notions of 
scientific method. Of course theoretical “concepts have the function of pro- 
viding a method for organizing our empirical knowledge; they are the means 
of making connections between pieces of empirical knowledge. . . .” It was 
more than uncharitable to suppose I meant otherwise. In accusing the growth 
theorists of “conceptual realism” (which term is not original with me), I was 
complaining not about their use of concepts not corresponding to actual 
entities in the real world but rather about the consequences of their tacit 
assumption that certain of their concepts do so correspond. I was complaining 
further that the growth theorists fail to make what Meier calls “connections 
between pieces of empirical knowledge.” Despite what Meier apparently 
claims, the Harrod-Domar-Hicks techniques do not bring in “behavior rela- 
tions” and “volitional actions of economic agents”—quite the contrary. 

A complete monetary interpretation of boom and depression was beyond 
the scope of my article. I said enough, however, to show that growth theory 
rests on hidden—and probably unrealized—assumptions about money. Recall, 
for example, my points about the acceleration principle on page 58. In citing 
recent embroidery on the accelerator idea, Meier hardly meets these points. 
If he had felt able to refute my argument that the nightmares of the growth 
theorists presuppose monetary instability (in the sense of my discussion), 
Meier might well have taken up the challenge of my two final questions. 

LELAND B. YEAGER* 


* The author is instructor in economics at the University of Maryland. 


Review of Friedman’s “Essays in Positive Economics”: A Correction 


My attention has been called to a serious error which I committed in my 
review of Milton Friedman’s Essays in Positive Economics, published in the 
June 1954 issue of this Review, in implying that the leading essay, “The 
Methodology of Positive Economics” was available elsewhere, whereas in fact 
only a very brief portion of this 40-page essay was taken from A Survey of 
Contemporary Economics, Vol. II, the bulk of it being new. This crime was 
compounded by my omission of any discussion of the content of this essay, 
which is, among other things, a vigorous statement of the thesis that theories 
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should be judged by the accuracy of their predictions and not by the “realism” 
of their assumptions. I can only plead a diffidence towards venturing with 
appropriate brevity into the difficult field of methodology and hope that my 
delinquency will not detract too much from the attention this stimulating 
piece gets both from those who are and those who should be interested in 
methodology. 

WILLIAM VICKREY 


Dernburg’s “Germany’s External Position”: A Correction 
A printing error involving a transposition of materials occurred on page 533 
of H. J. Dernburg’s article “Germany’s External Economic Position” in the 
September 1954 number of this Review. The material below Table II should 
have appeared at the top of page 533, and vice versa. 
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The Frontiers of Economic Knowledge. Essays by ARTHUR F. Burns. (Prince- 
ton: Princeton University Press, for the National Bureau of Economic 
Research. 1954. Pp. ix, 367. $5.00.) 


The publication of a collection of the scattered essays of a leading economist 
is not always a self-justifying venture; too often what results is a left-over 
supper of competent crumbs, nourishing only to a few scholars hungry enough 
to have done their own foraging long ago. The present volume, however, is 
an outstanding example of the value that such a collection can have. The 
essays collected here, linked by their common concern with business cycle 
research, convey a philosophy of economic research and an understanding of 
its processes far more convincingly than could a treatise explicitly devoted to 
the subject. The successive annual reports on the work of the National Bureau 
which make up Part I of the book provide both a conspectus of the Bureau’s 
findings and methodology, and an indication of its evolution during what may 
turn out to have been a significant phase of transition in its history. These 
reports, and the eight “Related Essays” collected in Part IJ, also furnish 
some clues to the personal and professional qualities of their author, clues of 
special contemporary interest in view of the high responsibilities which he 
has recently assumed for the conduct of American economic policy. Finally, 
quite apart from their economic content, these essays are models of good 
economic writing, combining expository skill with wide knowledge and broad 
conceptions in an eminently readable literary style. 

Unlike the reports of some other research institutions, Burns’ reports on the 
National Bureau’s activities are not mere summaries of work in hand and 
projects completed. His usual practice is to select some broad problem of 
contemporary interest and discuss its scientific aspects, using the findings 
of the National Bureau to illustrate and support his argument. Consequently 
the Reports have lasting value as essays on economic methodology, even 
though they suffer at times from certain inherent promotional and inspira- 
tional biases and a somewhat restrictive concern with transitory phases of 
American economic thinking. 

The Reports also contain useful surveys of the Bureau’s research findings 
and plans for further research. It is, indeed, possible to discern various trends 
in the successive reports, or perhaps a change of emphasis between the reports 
written before and after the death of Wesley Mitchell. The early reports, 
while directed at the problems of employment policy, are written at a rela- 
tively high level of abstraction and are chiefly concerned with the nature of 
economic knowledge and research; the later ones start much closer to current 
policy problems and tend to be concerned with the presentation of relevant 
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facts. The earlier reports tend to imply a continuation of the Bureau’s re- 
search along familiar prewar lines; the later reports suggest a new emphasis 
in future research on the expanding role of government (p. 144) and the 
effectiveness of governmental policies (p. 181). 

These differences reflect the clarification of the broad outlines of the post- 
war economic system, and a reorientation of the Bureau’s research objectives 
(not without some groping for new ideas) to match the new government- 
dominated framework of economic activity. But the basic philosophy of the 
Bureau remains substantially the same throughout the successive reports: on 
the one hand, there is the emphasis on the business cycle as the central prob- 
lem for economic research; on the other, there is the insistence that scientific 
economics consists in the accumulation and analysis of the facts of economic 
experience. 

Dr. Burns’ views on economic methodology are developed most explicitly 
in the first three reports—“Economic Research and the Keynesian Thinking 
of Our Times,” “Stepping Stones towards the Future,” and “The Cumulation 
of Economic Knowledge”—essays whose merits need no recommendation from 
this reviewer. Most of what he has to say about the necessity of testing hy- 
potheses and conclusions against facts should by now be common ground 
among economists, as should his strictures on the reliability of simple aggrega- 
tive theory and his cautiousness on the subject of forecasting. Disagreement 
centers rather on the detailed application of these principles, and particularly 
on the balance to be struck between the accumulation and the analysis of facts. 
Given an inverse relation between multiplicity of facts to be analyzed and 
the power of the statistical methods that can be applied to them, and the 
desirability of simplicity of explanation where possible, there would seem to 
be a stronger case for aggregative model-building and testing than these reports 
allow. There is also, perhaps, more to be said for simple economic theories as 
tools for organizing thought about (as contrasted with providing solutions to) 
complicated economic problems than Burns allows. 

Part II of the book consists of essays written for a variety of purposes. It 
includes the stimulating introductions to Mitchell on What Happens during 
Business Cycles and Hultgren’s study of American Transportation in Pros- 
perity and Depression; Burns’ reply to Hansen’s attack on his interpretation 
of Keynes, in which Burns is perhaps too obviously aware that he has the best 
of the argument; and his masterly, politely devastating review of Hicks’ 
blithe effort to solve the riddle of the trade cycle. Also reproduced is his 
reconciliatory, if slightly patronizing, discussion of the papers presented by 
Koopmans and Gordon at the 1948 meeting of the American Economic Associa- 
tion, which contains some penetrating remarks on methodology; and two 
earlier and contrasting reviews—a sympathetic and helpful appreciation of 
careful work by a fellow-researcher (‘“Frickey on the Decomposition of Time 
Series”) and a curt sketch of how a shoddily done piece of work should have 
been tackled (“America’s Capacity to Produce”)—which illustrate the author’s 
high standards of economic research. The famous article on “Long Cycles in 
Residential Construction” completes the collection. 
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These essays, much more than the reports, reveal Burns’ qualities as a well- 
rounded and highly competent economist, able to appreciate both fine points of 
theoretical analysis and the relative merits of alternative research approaches, 
behind whose own work lies a consistent and seasoned philosophy of economics. 
They do much to correct the impression, occasionally given by the reports, of 
a dogmatic adherence to one research technique and blanket opposition to 
aggregative reasoning and intricate analytical methods. What Burns is chiefly 
opposed to is theoretical generalization unchecked by facts, and the unthinking 
mechanical application of both theoretical and statistical methods to practical 
problems; his ultimate test of methods is their capacity to produce reliable 
and useful results. 

The reader of a book of this kind must expect to encounter both repetition 
of facts and ideas, and inadequate treatment of aspects of the subject in which 
he is interested. So it is here; but the repetitions illuminate and clarify the 
central theme, and the reader is seldom left without a fair idea of what Burns 
would reply in answer to the questions he would like to put. The essays can, 
indeed should, be read as a whole; as such they are profitable reading even for 
economists not specially interested in business cycles. 

Harry G, JOHNSON 

King’s College, Cambridge 


A Critique of Socioeconomic Goals. By HENRY M. Over, Jr. (Bloomington: 
Indiana University Press. 1954. Pp. vii, 191. Paper, $2.50; cloth, $3.00.) 


Like many other college teachers I have often wanted to be able to refer my 
students to a brief but sound critique of such common economic goals and 
philosophies as natural rights, laissez faire, distribution according to earnings, 
and equality. In welfare economics, distribution theory, comparative systems— 
for that matter, in any applied economics—student competence is never lower 
than when exercised on problems of criteria. And in this area it is especially 
true that what the student does not know is less dismaying than all the foolish- 
ness he takes for fact. Perhaps the economist has been deterred from attempting 
more in this field than the fragmentary essay built upon a limited number of 
insights because he knows that banality walks hand in hand with comprehen- 
siveness. Then too, extinguishing the tiresome clichés of amateur economic 
philosophers calls for timely, patient persuasion more than for proof, which 
suggests that no one critique will be flexible enough to succeed in more than 
a few kinds of situations. Actually, one needs to become a collector of intel- 
lectual curiosities to appreciate the variety of forms in which even thoroughly 
discredited doctrines reappear. I do not think, however, that these are sufficient 
reasons for not attempting a summary critique; and we should be grateful to 
Oliver for providing us with a good one, improved by his own contributions to 
the historic controversies. 

Oliver has outlined the most common positions taken on questions of 
economic policy, systematically moving in each case from the statement of 
the position itself back through an appraisal of the grounds on which it might 
be supported or on which attacks on it might be rebutted. Some of the positions 
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evaluated are, he recognizes, already intellectually discredited (but worth 
analysis because of their continued influence); some are still controversial in 
academic circles; some are widely accepted as valid. His principal headings are: 
natural liberty; distribution according to earnings; equality; maximum satis- 
faction; status; less specifically economic goals like national unity, internal 
order, survival of the fittest, and triumphant proletarian revolution. A final 
chapter discusses possible cumulative tendencies in government intervention. 

The argument is at all points cut short by Oliver’s decision not to work all 
the way back to fundamental ethical theory. This means that his book is 
largely a study of the internal consistency of various positions on economic 
policy, though to some extent also an examination of the correctness of the 
facts customarily cited to justify a position. Or, to indicate the scope of the 
study by what it is not, Oliver does not declare his own ethical position, whether 
pragmatist, positivist, authoritarian, or religious, and then proceed to judge 
in the light of it. While his self-imposed constraint produces some confusion 
at points where it appears that he must take a stand but refuses to do so, it is a 
wise constraint; and the confusion is therefore to be accepted without protest. 
To go further would be to write a different book for a different audience. 

As suggested above, the ordinary approach to economic philosophy is the 
fragmentary one of scattered but sometimes flashing insight, and if an original 
idea is provocative enough we do not even ask that it be valid. For more com- 
prehensive efforts like Oliver’s, it is too much to expect of any man that he 
have something new to say on every point. Consequently most of what he 
writes must be worth reading by some standard other than originality; in short, 
it must be correct. But the greatest difficulty in economic philosophy is that 
nobody knows what is or is not correct. Logic serves to reveal errors of incon- 
sistency, but it takes a better social science than has so far been constructed 
to expose all the fancy that pretends to be fact. This, as Oliver knows, is the 
weakness of writing in this field, his own writing included. Where he is forced 
to go beyond demonstrated fact to judgment, his tactic is to make the most of 
agreement among social scientists as a guide to truth. Fallible as this method 
is, it is probably the best available; but of course every reader must judge for 
himself whether social scientists agree on what Oliver believes they do. For 
what they agree on, as Oliver recognizes, is itself one of the unknown facts. 

Cuar.eEs E, LINDBLOM 

Center for Advanced Study in 

The Behavioral Sciences, Stanford, California 


L’Interaction des marchés: La liaison horizontale. By Marcet F. CaPet. 
(Paris: Librairie Armand Colin. 1952. Pp. 203. 750 fr.) 

This volume is the third in a series of Etudes et Mémoires published by the 
Centre d’Etudes Economiques, which was established in 1951 by Section VI of 
the Ecole Pratique des Hautes Etudes to encourage research and other pro- 
fessional interchange in economics. M. Capet is a lecturer at the University of 
Lille. 
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The author defines the “horizontal connection” of markets most broadly. It 
includes all interdependences among the demands and supplies of products and 
factors in the same stage of production, both from the point of view of individ- 
ual households and firms and also with respect to the relationships among 
those households and firms. Save only that vertical market relationships are 
excluded from consideration, the nominal scope of this study is thus nothing 
less than the general equilibrium of the entire economy. Having defined hori- 
zontal market relationships in this all-embracing way, however, Capet actually 
treats his subject more selectively. This is understandable, but it also implies 
some disparity between the author’s actual analysis and his more general defini- 
tion of the liaison horizontale. 

The work is divided into two main parts. The first is devoted to “the nature 
of the horizontal connection,” with chapters focussed on (1) the consumer, (2) 
the producer, and (3) various definitions of complementarity and substitutabil- 
ity as proposed by different authors. The second main part of the book concerns 
“the influence of the horizontal connection on the formation of prices,” under 
conditions of both perfect and imperfect competition and also in the light of 
certain “nonrational practices.” The study concludes with a sketch of a dynamic 
analysis, including a consideration of the stability of equilibrium as based on an 
extension of the cobweb theorem to the case of connected markets. The order- 
liness of Capet’s discussion is one of its chief merits. If he has not altogether 
resolved the challenging questions that he considers, he has at least called 
attention to an area where the difficulties and ambiguities of analysis are 
perhaps greater than most economists casually suppose. 

The horizontal connections among consumer demands are studied under three 
headings: (1) a “revenue effect” occasioned either directly by a change of con- 
sumer income or indirectly by a change in the price of a consumer good; (2) 
a “real effect” involving the complementarity or substitutability of goods in 
the eyes of consumers; and (3) a “need effect” based on changes of tastes, such 
that goods are labelled “sympathetic” or “antagonistic” (pp. 25-26) according 
as taste-changes cause the demands for the goods to change together or op- 
positely. The ambiguity of this notion should be apparent; for tastes can 
surely change in an inexhaustible variety of ways. 

The first two effects bear only a family resemblance to the Hicksian income 
and substitution effects; for Capet prefers to measure complementarity and 
substitutability in terms of the older criterion of the effect on the marginal 
utility of one good as the quantity of another good is changed (pp. 7 and 34). 
He fails to notice, however, Hicks’ criticism that this species of complementary- 
substitutable relationship is not invariant under transformations of the utility 
index. Thus mere changes in the cardinal numbering of a given ordinal-utility 
function, implying unchanged consumer’s behavior, can turn substitutable 
goods into complementary ones on this definition. At another point (pp. 68-69), 
Capet also offers a purportedly equivalent definition based on the effect of a 
change in one good’s quantity on the total utility of another. This is meaning- 
less; for, in the case of dependent utilities, the separate total utilities of the 
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various goods are not distinguishable. In general, Capet’s discussion of the 
alternative definitions in this area consistently underestimates the substantive 
differences among them. 

His discussion of complementarity and substitutability on the production 
side suffers from similar defects. With respect to factors used for a single 
good, for example, Capet has no difficulty with the limiting cases of perfect 
substitutability and fixed-proportion complementarity; but he then makes no 
serious attempt to distinguish these contrasting phenomena in the intermediate 
area, where he is content with just a single “intermediate case” (p. 45)—‘‘that 
of complementarity or substitutability with variable proportions (case no. 3).” 
As he later says with reference to a specific illustration (p. 50), “One can then 
say that the degree of substitution between capital and hand-labor is weak or 
that there is complementarity with variable proportions.” In another context 
(pp. 73-75), mention is made of the definitions based on (1) the second-order 
cross-derivative of product with respect to two factors, and (2) the Hicksian 
substitution effect; but Capet displays no consistent interest in either of these. 

The confusion is even greater with respect to the complementarity or sub- 
stitutability of products. Thus Capet says (p. 55), “The only necessary and 
sufficient condition for supplies to be complementary . . . is that the two goods 
be obtained in the course of the same process of production” (original italics). 
It is therefore no surprise when he concedes (p. 56), “It is difficult to distinguish 
between complementarity with variable proportions and substitutability with 
variable proportions.” Indeed, the definitions that he interpolates at this point 
are hopelessly ambiguous: as among three goods produced by a firm, “A and B 
will be complementary, if when the quantity of A is increased, that of B in- 
creases at the expense of C. ... A and B will be on the contrary substitutable 
if, when the production of A is increased, that of B and C diminish.” 

Because this is a work of essentially pure theory, these blemishes are all the 
more serious. Yet any theorist who might wish to undertake his own systematic 
attempt to analyze the horizontal connection of markets will find much that 
is stimulating in Capet’s discussion—especially his copious references to the 
empirical literature, his passing “‘sociological remarks,” and his comments on the 
financial and social ties that sometimes bind technically dissimilar productive 
activities within the same entrepreneurial complex. 

L, BisHoP 

Massachusetts Institute of Technology 


International Economic Papers, No. 3. Translations prepared for the Inter- 
national Economic Association. Edited by ALAN T. PEACOCK, RALPH 
TurRVEY, and ExizABETH HENDERSON. (London and New York: Macmil- 
lan, 1953. Pp. 255. $3.50.) 

The first three papers in this collection are more than enough to make English- 
speaking economists grateful to the International Economic Association for 
continuing its series of translations. Students of business cycles in particular 
will hail the appearance at long last of English translations of Spiethoff’s 
famous article, “Krisen,” originally published in 1923, and Wicksell’s 1907 
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article on “The Enigma of Business Cycles. ” The third “‘find” in this collection, 
for those not able to read Swedish, is Tord Palander’s penetrating essay, “On 
the Concepts and Methods of the ‘Stockholm School.’ ” 

Spiethoff’s paper, which appears here in slightly abridged form and with a 
new introduction by the author, still deserves careful reading. The brief sum- 
maries found in most of the standard textbooks scarcely do him justice. Among 
the strong points of the essay are the author’s emphasis on the diversity of 
cyclical experience, the skillful way in which he distills from this diversity the 
sort of “analytic description” that Wesley Mitchell did so well, his historical 
perspective and sober eclecticism, and the keen analysis of the interrelations 
between cyclical fluctuations in investment and the course of economic growth. 

It is a mistake to dismiss Spiethoff merely as a representative of the “non- 
monetary overinvestment” or “real capital shortage” school. See, for example, 
his fairly eclectic explanation of the upper turning point (pp. 157ff). Spiethoff 
cites both capital shortage and the temporary exhaustion of investment oppor- 
tunities as causes of the downturn. Since his concern was with the period up 
to 1914, he emphasized the former, but he is careful to observe (p. 158) that: 
“capital scarcity occurs with less vehemence in the old capitalist countries 
than in the new ones. . . due to the fact that the old countries are more advanced 
with respect to their equipment with investment goods and that with them 
overproduction is more strongly affected by the saturation of demand and less 
by capital scarcity.” 

To a reader coming to it for the first time, Wickseil’s paper is something of a 
disappointment. It is addressed to the single question as to how inventories 
behave in the cycle—whether they expand in boom or depression. His argument 
is that they expand during depression and that this provides the “free capital” 
necessary for the next spurt in investment. Included also are the elements of a 
theory of growth and fluctuation, centering around the creation and exhaustion 
of investment opportunities. As it turns out, the full article adds little to the 
summary, already available in English, which Wicksell incorporated in the 
Lectures. 

Palander’s long essay is cast in the form of a critique of Myrdal’s Monetary 
Equilibrium through its successive versions in Swedish, German, and English. 
Actually it carries off successfully a much more ambitious task—to review 
critically the concepts and methods of the whole “Stockholm School.” I should 
say that it succeeds brilliantly, and I recommend it as required reading for 
graduate students and others seeking to become acquainted with the content 
and assumptions of the neo-Wicksellian monetary theory of the 1930’s. It is 
a much more penetrating (and therefore more difficult) analysis than Ohlin’s 
familiar summary, and the latter can perhaps be used as an introduction to 
Palander’s paper. 

Space limitation permits only mention of the other papers in this collection: 
a curious and unprofitable debate (in 1900-01) between Croce and Pareto “On 
the Economic Principle” (which is likely to be the least read selection in this 


* Lionel Robbins, editor, Lectures on Political Economy, Vol. II (New York, 1935), 
pp. 209-14. 
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volume); a judicious analysis of “Customs Unions and National Interests” 
(1950), by Maurice Byé; a highly formal and (I suspect) not very profitable 
“Comparison of Marxian and Keynesian Dynamics” (1950), by Hans Peter; 
and an interesting short paper (1951) on the concept of underemployment in 
underdeveloped areas by Alfredo Navarrete, Jr., and Ifigenia M. de Navarrete. 
The last selection is particularly to be welcomed since it represents the first 
paper by Latin-American economists to appear in these volumes of translations. 
R. A. GorDON 


University of California, Berkeley 


Economics, an Introduction to Analysis and Policy. By GEORGE LELAND BACH. 
(New York: Prentice Hall. 1954. Pp. xvi, 720. $6.00.) 

The slight change in title indicates that Professor Bach of Carnegie Institute 
of Technology, in going it alone in this new volume, is still following the basic 
pattern of the earlier, widely used Economic Analysis and Public Policy, 
and he generously recognizes in the Preface the contribution of Dr. Mary 
Jean Bowman, his former collaborator. Again the book is divided into 
three parts: Introduction, Analysis, and Public Policy. These parts are sub- 
divided as previously into eight books with a new ninth one added on “‘Compara- 
tive Economic Systems.” 

Economics, an Introduction to Analysis and Policy is definitely planned as 
a text for a two-semester course, but a suggested one-semester outline is in- 
cluded and Bach states that the book has been equally successful for a half or a 
full-year course. An effort has been made to make the style fresh and less dull 
than many other American texts, although it does not approach the brilliant 
style of some British works. The factual material has been updated to 1952 and 
1953, but it is amazing how quickly times change; for example, the rapid shifts 
in Treasury and Federal Reserve policies in 1953-54. 

Bach states that one of his main purposes is to give the student who is be- 
ginning the struggle with national income, market prices and related policy 
issues a small kit of the key tools of economic analysis so that the student 
himself will be able to analyze present and future economic questions. He even 
includes a chapter on “Straight Economic Thinking.” To each chapter he adds 
a series of provocative questions for student analysis and discussion, the answers 
to some of which may hinge on points not treated until later in the book. In 
spite of all Bach’s efforts to induce clear thinking, the student reader may 
perhaps at times become confused or uncertain when a whole line of reasoning 
based on one set of assumptions is followed quickly by another set without any 
evaluation of the different assumptions. The discussion of incidence of social 
security taxes and workmen’s compensation costs (pp. 539-40, 629) seems to 
be a case in point. 

Although this volume is shorter than the earlier work, perhaps the equivalent 
of a whole chapter might further have been eliminated if he had cut to the 
bone the exhortation of students to think (“Make up your mind whether you 
think this is good or bad’’), as well as many of the sections which tell the 
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students just how particular material is related to other chapters and divisions. 
To point out the interrelationships in economics is important, but the mechanics 
can be overdone. Certainly this reviewer would like to see a closer integration 
of Books II and VII. In fact, Chapter 32 on “Fiscal Policy and Economic 
Stabilization” seems almost naked without mention of either the multiplier or 
the accelerator. The labor material scattered in Books IV, V and VII might 
also have been treated more effectively if brought together. 

The road of every textbook writer, however, is paved with hard work, good 
intentions and sharp criticism from reviewers and instructors who find their 
pet subjects neglected or not handled in the “best approved” manner: i.¢., 
the way they have taught the section for years, or the findings they have in- 
cluded in their latest journal article, or the approaches they followed when they 
worked for the federal government. Ex-OPA’ers, of whom many are now teach- 
ing elementary economics and who may become aroused by statements on 
pages 478 and 548, should keep on reading to pages 593, 611-14 before making 
a final judgment. 

Little of the current popular emphasis on economic development and the 
difference between underdeveloped and developed economies is found in this 
volume. In fact the relativity of economic policy is often omitted. It is easy in 
the wisdom of 1954 to be so critical of certain experiments in the ’thirties that 
their significance to that period is lost. In a similar vein, it seems unfortunate 
for an economics text to refer to Adam Smith only three times, Kar] Marx 
twice, and only mention Ricardo, Mill and Marshall in passing—the last three 
not even listed in the index. It is good to emphasize the present and the future 
as Bach does (see, for example, p. 66), but it would be undesirable if the reader 
thought of economic problems only as contemporary issues. It seems a sad 
commentary on the American scene that a prologue to the last chapter on 
comparative economic systems had to be included in a land that prides itself 
on freedom of thought. 

The economic incentive of royalties usually lures textbook writers to include 
material to appeal to as many of their erudite colleagues as possible. Bach 
restrains himself admirably in not cluttering the text with too many footnotes 
or bibliographies to impress the instructors and confound the students. Unlike a 
lengthy text such as Harriss (The American Economy, 1953) Bach wisely re- 
sists much detail and concentrates on the main points to give the student a 
sharper picture of economics. Unlike the new Baumol and Chandler text Zco- 
nomic Processes and Policies, 1954, which emphasizes the national income ap- 
proach and relegates price analysis with its cost curves to an appendix, he 
includes about equal doses of the macro and the micro approaches, the order of 
which is interchangeable. Bach, however, will not completely please the ardent 
curve benders because he sensibly, in the opinion of this reviewer, limits the 
number of curves presented. 

One of Bach’s main contributions lies in his relating the analysis of the 
price theorist to the decision-making of the business leader. Some economists 
may find these approximations rough, but this reviewer has hopefully decided 
to expose his students to this approach of Bach’s. Because of its many strong 
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points, this book will undoubtedly have many adoptions. But in a field abound- 
ing in innovation and competition one text cannot dominate the market. 
Everett D. HAWKINS 
Mount Holyoke College 


A Key to Modern Economics. By Daviy McCorp Wricut. (New York: 
Macmillan. 1954. Pp. x, 520. $4.75.) 


Mr. Wright’s refreshing and well-written contribution to the array of texts 
in introductory economics has three distinctive interlinking traits: (1) it is 
consistently and successfully oriented around a long-term dynamic view; (2) 
it treats socialistic economic organization integrally with other questions, not 
merely in a special chapter or section; and (3) it derives further unity and 
punch from an explicit, reiterated philosophy of “fluidity, opportunity, and 
growth.” These features, along with a style of writing that avoids talking down 
to students, will be no surprise to economists familiar with the author’s previous 
writings. On all three scores this reviewer is largely in sympathy with the author, 
although she has objections of varying magnitude to their expression—minimal 
on the first point, greatest on the third. 

In the skill and consistency with which Wright has developed a dynamic 
frame of reference this text is pathbreaking. The problem of unemployment 
and business cycles is viewed as a problem of balanced growth, and the meaning 
of competition and monopoly is developed in an equally dynamic context 
(reminiscent of Schumpeter). It would be hard to find an equally balanced text 
with a comparable awareness of the time dimensions of economic activity. Even 
those books that center almost exclusively on national income and business 
fluctuations often fail to put across adequately a basic dynamic orientation; 
vestiges of equilibrium analysis too often creep in the cellar window even as 
static micro-analysis is being kicked out the back door. Wright is guilty of 
neither of these mistakes. What he may lose in mental exercises by refusing to 
foist an employment or national income equilibrium concept onto his macro- 
economic analysis, he gains in a pedagogically more effective treatment of 
change and flux. On the other hand, while static-equilibrium and marginal 
analysis receives only limited attention it is treated with respect and hence 
constructively. In connection with this material Wright states: “though equilib- 
rium analysis is not enough, in itself, the experience of most people in the field 
has been that a mastery of its tools and methods is an indispensable preliminary 
to the working out of more dynamic ideas. It is true that if you want to build 
a house you cannot stop with the foundation. But it is equally true that if you 
build a house without a foundation the result is apt to look pretty lopsided.” 
This reviewer would add that unless some of the basic elements of neoclassical 
economics are given adequate recognition it is almost certain that economic 
analysis will be turned into a political tool of restrictionist planning that blocks 
the “fluidity, opportunity, and growth” with which Wright is so concerned. 

Yet there are certain qualities of this book—quite aside from its polemics— 
that leave this reviewer a bit uneasy. Short of testing the book in the classroom 
(and even then the results of the test would depend as much on the teacher 
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as on the text) it is hard to say whether Wright’s treatment would encourage 
rigorous or loose thinking. Many things are packed into a free-flowing exposi- 
tion that should maintain interest but might misfire by failing to force students 
to approach problems analytically. Paradoxically, the chapter on national 
income accounting seems to stick out like a sore thumb because it so obviously 
requires careful study and clear thinking that might be more easily avoided 
in other sections of the volume. (Unfortunately, the immediately preceding dis- 
cussion of growth and national income omits ordinary aids such as graphs of 
time series, and Figure 2 on the flow of Money, Saving, and Production may 
prove more difficult to translate than the ideas it is supposed to clarify.) In 
contrast to his elaboration of national income concepts, Wright skirts around 
the concept of competitive supply with the result that no ordinary reader would 
suspect that such a concept existed or had meaning in the making and imple- 
mentation of public policy. Like many others, Wright skips over the concept 
of “opportunity cost” with only casual reference, and he fails by inches to point 
up the significance of resource allocation problems. Yet he could have remedied 
these gaps with only minor changes in his presentation. 

The most serious weakness of this book is closely related to what many 
people (among them this reviewer) would regard as one of its virtues—an 
overtly expressed dynamic philosophy presented as a standard for the evalua- 
tion of public policy. The author carries the ball out of bounds. With well- 
founded arguments he mixes more dubious assertions in support of his point 
of view, and he occasionally builds up his case by caricaturing the opposition. 
Thus a strained and somewhat aggressive defensiveness with respect to social- 
istic arguments is evidenced from early in the book. On page 267 he states: 
“There is no discernible trend in the share of the national income going to 
labor. Thus it is doubtful whether the claim of trade unions that they are able 
to increase labor’s share in the national income is a valid one.” On page 270 he 
states that “There seems to be a definite upward trend in the compensation of 
employees as a per cent of total personal incomes.” The reviewer happens to 
agree with Wright’s conclusions about the long-term effects of unions on labor’s 
share, but she can still deplore this selective method of argumentation. Again 
at the end of his book Wright throws away his case by pressing it too far. In 
a summary discussion of communism he twists the communist dogma of “from 
each according to his ability, to each according to his need” into the following: 
“Communists believe that in the communist phase inequality will be in reverse. 
Everybody will do only as much as he can, but he will take out as much as he 
wants.” Such lapses are both bad pedagogy and, it may be suspected, even 
worse capitalist propaganda! 

It is a pity that Wright allowed his work to be marred by occasional polemi- 
cal excesses, for whatever its other defects (and they would be debatable) 
this book is an original and constructive contribution. In writing a genuinely 
dynamic book he has done a job that was crying to be done, and a job that was 
far from easy. 

Mary JEAN BOWMAN 

Lexington, Kentucky 
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Economic History; National Economies; Economic Development 


Federal Debt-Management Policies, 1865-1879. By Ropert T. PATTERSON. 
(Durham: Duke University Press. 1954. Pp. xi, 244. $4.50.) 

This is a detailed study of federal debt-management policies during the 
fourteen-year period between the end of the Civil War and the resumption of 
specie payments, undertaken by the author in the belief that “the experience 
then with a large and unwieldy debt and a fiat paper currency may be profitably 
reviewed by those to whom the fiscal and monetary problems of the present 
are of interest and concern” (p. vii). In view of this highly commendable 
purpose it is somewhat disappointing to find that the important lesson which 
the period 1865-1879 offers the future is “how the great Civil War debt 
dominated the loan markets, and how, through the interrelationship of debt 
policy and monetary policy, its management affected every aspect of the 
economy” (p. 215). Here surely is a lesson which few students of contemporary 
fiscal and monetary theory need to turn to nineteenth century financial history 
to learn. 

The major objective of post-Civil War monetary, fiscal and debt policy, 
Patterson finds, was to reduce the level of the public debt and of prices in 
general to the point where a return to the gold standard at the prewar value of 
the dollar would be feasible. He relates his analysis of debt-management prob- 
lems solely to this objective and thereby limits rather severely the current 
significance of what he has to say. Of particular regret to this reader is the 
lack of any discussion of the desirability of a return to the gold standard at 
some value for the dollar other than its prewar one and of any analysis of 
debt management as part of an antidepression monetary and fiscal policy, in 
spite of the fact that the period covered includes one of the major depressions 
experienced by the United States. 

The conclusions to which Patterson’s study brings him include the following: 

1. He approves the 1865-68 conversion of the large mass of demand and 
short-term debt into bonds redeemable in five and payable after twenty years, 
basing his approval primarily on the increased freedom of action thus given to 
the government and on the effect of the move in enhancing public credit. The 
reader may well doubt the general validity of this latter point, together with 
the related one, made elsewhere, that debt retirement necessarily improves the 
public credit. It could be wished that the author, instead of giving such empha- 
sis to this specific conclusion, had explored the more general one that the 
public’s confidence in the government’s ability and willingness to meet all 
contractual obligations arising out of the issuance of the debt is the important 
underlying factor, and that the retirement of debt or its conversion into longer- 
term securities need not affect this level of confidence significantly. 

2. He severely criticizes the 1871-79 policy of refunding a considerable 
portion of the debt into securities payable only after thirty years and not 
callable at any earlier date, on the grounds that it limited the freedom of the 
government to take advantage of the subsequent fall in interest rates or to 
retire public debt to the full extent permitted by excess revenues. He also 
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argues that the policy lengthened the life of the awkward and inadequate bank- 
ing and currency system then existing and may also have helped to perpetuate 
the high tariff system by providing additional uses for the funds it brought in. 

3. He argues that “.. . debt reduction . . . in conjunction with the regressive 
tax system, had the effect of distributing a part of the earnings of all the people 
to a comparatively few bondholdeis. This increased the rate of saving and 
investment and resulted in a higher national income” (p. 220). In the second 
sentence the author seems to have elevated a possible effect of debt reduction to 
the level of a necessary result. 

4. He finds that debt-management policy aided the monetary policy of the 
period by giving elasticity to an otherwise inelastic currency system. The 
public’s supply of money could be contracted by allowing surplus revenues to 
accumulate in the Treasury instead of paying them out by retiring part of the 
public debt, and the money supply could be expanded by buying securities 
on the open market. 

Quite apart from these possible lessons for the future, the reader will find 
Patterson’s book an admirable compendium not only of the financial policies 
pursued by the federal government in the period 1865-79 but also of all shades 
of thought on the major financial issues of the day. 

GrorcE BREAK 


University of California, Berkeley 


Economic Change in America—By Josepu T. Lamptie and Ricuarp V. CLEM- 
ENCE. (Harrisburg, Pa.: The Stackpole Co. 1954. Pp. 599. $5.75.) 


A generation ago such collections as Bogart and Thompson’s Readings in 
the Economic History of the United States, or Flugel and Faulkner’s Readings 
in the Economic and Social History of the United States had considerable 
vogue. These were largely collections of inaccessible primary sources and rep- 
resented views of contemporaries in different eras on important developments. 
They have not lasted as teaching devices. The average college student does 
not easily grasp their significance or drama. In 1947 Louis Hacker produced 
his celebrated Shaping the American Tradition with brilliant introductions 
to each section of source readings. Now Professors Lambie and Clemence go 
one step further. Their readings contain no primary source materials; they 
are interpretations and studies by 20th century scholars. Only two articles 
were published bfeore 1939. The central theme, as the title suggests, is eco- 
nomic change. Especially emphasized is the fact that “the innovating activities 
of entrepreneurs” have led to “continual growth of all sectors of the economy.” 
The book, unconsciously, is almost a memorial volume to the late Joseph 
Schumpeter and to Arthur Cole, both of Harvard. The authors in their selec- 
tions, and the writers in their interpretations and summaries, reveal a United 
States which has adjusted itself fairly well to the challenges of many rapid 
changes in the past 150 years. 

The selection of articles is well-balanced. About half of the authors are 
economists, about half historians, and there are one or two sociologists, political 
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scientists and others as well. Of the 37 articles seven come from the Journal of 
Economic History, eight from Agricultural History, eight from books or 
monographs, and the remaining 14 from nine learned journals, chiefly economic 
ones. The book is divided into nine sections in the order given, namely, Eco- 
nomic Change, Transportation, Industrial Organization, Technology and 
Manufacturing, Land and Natural Resources, Agriculture, Banking and 
Finance, Labor and Population, and The State and the Economy. Two areas 
usually found in American economic history studies are missing, namely, The 
Westward Movement and Domestic Commerce, although these are touched on 
lightly in other sections. Every section has a brief introduction on the major 
developments in that area, the central theme of each article, and the chief 
writings of the respective authors. The book has no index. 

Throughout the book the importance of innovation is stressed. In two 
opening articles on economic growth and creative response, Joseph Schumpeter 
emphasizes the differences between “adaptive response” and “creative re- 
sponse,” between an inventor and an entrepreneur, and between invention and 
innovation. “It is in most cases only one man or a few men, who see the 
possibility and are able to cope with the resistance and difficulties which action 
always meets with outside the ruts of established practices” (p. 12). Thus it 
is that innovators command high salaries and also are likely to make history. 

The book has many provocative articles. They fall into three categories. First 
are new interpretations in American economic history, like Schumpeter’s. 
Others of this sort are Leland Jenks’ study emphasizing the tremendous 
stimulus railroads gave to our economic development, Edward Kirkland’s 
delightful analysis of Andrew Carnegie, Theodore Saloutos’ sensible explana- 
tion of the real reasons for agricultural discontent in the 19th century, Wesley 
Mitchell’s comments on how the wider use of money affects our attitudes and 
customs—it makes us more conscious of income and less so of expenditures 
(p. 393)—and Dorothy Brady’s analysis of wage earners’ model budgets 
during the last 60 years. 

A second category of articles is exploratory in nature. F. L. Paxson explores 
the rise of the hard-road movement in the 20th century; Rupert McLaurin 
delves into developments in electricity when radio was born; H. R. Bartlett 
discusses the growth of scientific research in colleges and industries since 1802, 
when the elder Benjamin Silliman was appointed professor of chemistry at 
Yale and promptly given a leave of absence “in order that he might acquire 
the necessary knowledge and experience” (p. 208). Fritz Redlich opens up the 
relatively unexplored area of investment banking as seen through the policies 
of five leading houses. Fred Shannon wittily exposes the “safety valve” fallacy. 
S. C. Gilfillian says an inventor was great only if he gave the world something 
for which there was no adequate substitute and which someone else would 
not have devised soon anyway. He shows how few qualify for honors. And 
William Miller explores the background of American business leaders of 1910 
and finds they came not of poor families but of middle-class ones. 

Third, there are several brilliant summary articles in which the act of 
condensing the material has produced some valuable new conclusions. W. S. 
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Greever’s summary of railroad land-grant policies is especially outstanding and 
Bray Hammond gives an exceptionally able account of commercial and central 
banking in just 23 pages. There are other good articles I do not have the 
space to mention. There are more economic theories applied and more pro- 
vocative ideas developed in this collection of readings than will be found 
in almost any American economic history textbook. 

The question arises as to where this book will be most usable. The majority 
of articles would not be suitable at lower-class levels in most colleges or 
universities. Graduate students should be sent to the journals and books to 
increase their bibliographical knowledge. The book then seems most suitable 
at the upper-class level. The authors say they have tried all 37 articles on their 
classes with success. Every teacher will differ as to which ones he would be 
willing to use. I would use most of them. In any event, the authors have 
performed a real service in calling attention to some of the best articles to 
appear in the past 15 years and in making them more accessible. 

Dona_p L. KEMMERER 

University of Illinois 


Economic History of Great Britain. By W. StANForD Ret. (New York: 
Ronald Press. 1954. Pp. x, 557. $6.00.) 
This is a new and probably the most useful text in a somewhat restricted 
field. It is longer and rather better organized than Dietz (1942), more com- 
plete but less felicitous than Lipson (1950). It is less mature than Birnie 


(1936), now a little out-of-date. For a thorough coverage of the period 1837- 
1940 it does not replace Jones and Pool (1940, revised 1948) and, of course, 
the graduate student will still use that monument of scholarship, Bowden, 
Karpovich and Usher (1937). 

It is written by a Canadian scholar of Scottish origin who is still, I under- 
stand, an active clergyman. These two influences are clearly evident in the book. 
Attention is given throughout to Great Britain, not England alone, with the 
result that Scottish development emerges clearly and interestingly. Religious 
thought and social welfare measures are extensively treated and the moral 
causes of cyclical fluctuations (e.g., “dishonest promotion,” p. 292) receive 
unusual consideration. Curiously and unfortunately, the author misses the 
opportunity to investigate the Weber thesis on religion and the rise of 
capitalism, its application by Tawney and its criticism by Robertson, Nef and 
others. 

In fact, the author often fails to point out areas where varying interpreta- 
tions exist and to discuss well-known controversies among historians. Further- 
more, he seldom indicates the major figures in the historiography of the field. 
That this can be done in a textbook is evident from the skillful way in which 
Herbert Heaton, in his Economic History of Europe, enlivens his narrative by 
weighing and evaluating the contributions of the great scholars. Students are 
interested in these things. 

There is hardly any explicit concern in this book for the problem of economic 
growth. It lacks any conceptual apparatus or framework. The work of 
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Schumpeter is unmentioned. There is not much understanding of the contribu- 
tions of Usher, who has studied the interaction of technology and resources 
and shown that rates of growth have been different at different times. Is it 
asking too much of a textbook to consider the larger issues of history? Perhaps; 
but certainly any economic history of Britain should include an explicit treat- 
ment of the rise of central banking. True, there is some good material on the 
Bank of England and the development of the banking system but it is an 
unsophisticated treatment. The words “central bank” do not appear in the 
book. One reads nothing of Horsley Palmer, Thornton, Tooke, nothing of 
Bagehot; nor is there reference to the work of Feavearyear, King, Viner, 
Hawtrey, Clapham or Angell. In view of the strategic importance of the 
modern central bank as an instrument of economic control, one could expect 
its development to be traced in some detail. 

But the book has many points of strength. The chapters on agriculture and 
agrarian changes at different periods are excellent, as are the chapters on 
industrial organization, although I wish there were more emphasis on the 
“rationalization” of British industry in the period between world wars. There 
are interesting chapters on public finance and taxation. Although there is 
nothing on the long (Kondratieff) cycle, the shorter business cycles are 
adequately treated, and Rostow’s contributions are recognized. Throughout 
the book, economic philosophy and its relation to public policy, from Mun to 
Keynes, is well handled, including a very interesting discussion of John Stuart 
Mill. The changing economic position of Britain after 1870, particularly as 
it was affected by two wars, is well presented. There is a judicious assessment 
of recent history in the last chapter. The book should be serviceable in college 
courses, its lacunae providing convenient opportunities for the instructor to 
supplement it. 

JosepH T, LAMBIE 

Boston, Massachusetts 


Introduction to the Economic History of China. By E. Stuart Kirsy. 
(London: George Allen & Unwin Ltd. New York: Macmillan. 1954. 
Pp. vii, 202. $4.25.) 

China’s principal claims to fame in the past have been in the realm of the 
political, the social, and the cultural, rather than in what might be termed 
Western-type progress. Western economic historians, particularly those writ- 
ing in English, have until recently been transfixed by the careers of “‘success- 
ful” nations, and (with a few notable exceptions) have consequently neglected, 
among other nations, China. There are a few monographs in what might be 
called Chinese economic history in English, and there are works such as Max 
Weber’s Religions of China (where the Protestant ethic hypothesis is applied 
inversely by Weber), but that is about all. Professor Kirby wishes urgently 
to see this gap filled. Despite the title of his book, he does not attempt directly 
to fill the gap himself. Rather, as Kirby states, his study attempts “to 
define . . . the nature and importance of the subject, and to furnish a general 
guide to its further exploration in the future” (p. 11). Kirby sees himself 
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“as one who leans against another’s door, not yet venturing to enter the 
inner hall.” 

In other words, this book is designed for the would-be economic historian 
of China, not for the would-be reader of an economic history of China (in 
English). Kirby’s meticulous and comprehensive spadework will doubtless 
hasten the completion of the latter, upon which he is currently at work 
himself. But most of this book is in effect an elaborately annotated bibliog- 
raphy (and most of the references are to Japanese and Chinese works). 
Accompanying these (800 or more) references are all too cursory outlines of 
some of the major historical developments and some of the bothersome 
(and interesting) questions concerning the economic development of China. 
Although entirely too cryptic, this narrative accompaniment gives the reader 
at least some idea of the nature of Chinese economic development. A map 
or two, as an accompaniment to this discussion of areas which are not well 
known to most of us, would have helped. 

This is a valuable book, since it eases the way for much-needed studies 
by others, any comments below notwithstanding. But this reviewer found 
the dominant tone of the book to be discordant and disturbing. Kirby is 
preoccupied almost to the point of obsession with his dislike of the Chinese 
Communist Party and its associated Marxist scholars. There are few mo- 
ments when the reader is allowed to forget this preoccupation which, indeed, 
would appear to provide the raison d’étre of Kirby’s book. Although the gap 
in Western scholarship concerning China is seen as serious in itself, and 
although a thorough study of the economic history of China has an inherent 
interest and importance of its own for Kirby, there are even more compelling 
reasons for such a study to get underway with dispatch and on a large scale. 
These reasons, for Kirby, have to do with the “definite danger, from the 
intellectual and political point of view” of the existing deficiency. “For China 
has fallen under a doctrinal regime, one of the basic tenets of which is the 
attribution of a special importance to economic history, the reduction of all 
history to its economic aspect, and the projection of the conclusions thus 
reached into the present and future, as determinants of current practice” 
(p. 12). For Kirby this is a threat, and “it is a duty, for the free Western 
peoples, to meet such a threat. One constructive means of doing so is the 
extension of all types of Sinological and Oriental studies. In this field, eco- 
nomic history claims a key position .. .” (p. 14). 

Surely few would disagree with the notion that responsible scholars possess- 
ing the appropriate competence should have attempted before this, and 
should certainly now attempt, to understand the past and present life processes 
of all countries. But certainly the most fruitful and promising means to this 
end is for economic historians (and others) to work with positive, rather than 
combative, ends in view. 

To be sure, we all do, perhaps should, enter into studies of social questions 
with our values, our problem emphases, and our associated methodology. - 
But when we are invited to enter such studies in the negative terms empha- 
sized by Kirby, this reviewer joins the 19th century British poet Clough, 
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who wrote in a not dissimilar context, “Somehow, Eustace, alas! I have not 
felt the vocation.” 
Douctas Dowp 


Cornell University 


American Economic Policy Toward the Philippines. By SHIRLEY JENKINS. 
With an introduction by Claude A. Buss. (Stanford: Stanford University 
Press. 1954. Pp. viii, 181. $4.00.) 

This book is primarily a study of the Philippine Trade Act (Bell Act) of 
1946 and its impact on the postwar Philippine economy. Mrs. Jenkins’ thesis 
is that the Bell Act meant the virtual reinstitution of the prewar economy 
whereas a vigorous program of economic development toward diversification 
and industrialization was required. 

The basic problems of low incomes and inefficient production persisted 
over the period 1898-1941 because of an overspecialized economy heavily 
dependent on the United States as the chief market for the few export crops 
and the primary source of imports. United States economic policies, embodied 
in commercial and financial ties, were instrumental in developing and con- 
tinuing this pattern. The Bell Act, in the postwar setting, was an extension of 
these policies and thus became only a new chapter in an old story. 

With the continued tariff preferences for American products, absolute 
and duty-free quotas for Philippine exports, allocation of quotas in the 
Philippines primarily to old firms, and parity rights and the dollar-peso tie 
to safeguard American investment in the Philippines, the Trade Act circum- 
scribed the possibilities of new economic development. Moreover, when 
rehabilitation grants were made dependent on the acceptance of the Act, the 
opportunity for an independent role by Filipinos was thwarted. 

Although Mrs. Jenkins does not recommend specific revisions of the Trade 
Act, she underlines the importance of altering the Act in a criticism of the 
Bell Mission Report, which, in her opinion, did not properly relate the Bell 
Act to the implementation of project aid. 

In bringing up to date the account of United States commercial policy 
the study is worth while and timely. Along with the introduction by Claude 
Buss, who evokes a long and deep understanding of Filipino psychology and 
politics, the summaries of postwar economic developments 1945-51 and di- 
gests of postwar plans and surveys—Joint Philippine American Finance 
Committee Report, Hibben Memorandum, Byster Report, Cuaderno Plan 
and the Bell Mission Report—should prove useful to the student of Philip- 
pine affairs. 

Especially noteworthy is the orientation to the basic problems of low in- 
comes, inefficient production, and overspecialization rather than dependence 
per se. In addition, Mrs. Jenkins is aware of serious internal problems and 
international events contributing to the failure to alter development. But 
certain questions can be raised concerning the sufficiency of the analysis of 
the interrelation of indigenous Filipino and foreign economic institutions with 
United States policies and in turn the basic problems of Philippine economy; 
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the nature of the changes in these institutions; and the resulting limitations 
and potentialities they present for new economic development. The references 
to the attitudes, characteristics and policies of Filipino groups, and the study 
of Philippine sentiment toward the Bell Act (Ch. 7) do not satisfactorily 
answer these questions. This would be only a criticism of scope were it not 
difficult, without such an analysis, to assess the actual impact of United 
States policies on the Philippine economy, and it is suggested that, on the 
basis of such an analysis, other aspects of United States economic policies 
toward the Philippines would then receive the attention needed. Moreover, 
answers to these questions might permit a more realistic evaluation of what 
commercial and financial policies are required to achieve a “vigorous pro- 
gram of economic development.” 
RoBert K. ARNOLD 
University of California, Berkeley 


The Pacific Islander and Modern Commerce. By V. D. Stace. (Noumea, New 
Caledonia: South Pacific Commission. 1954 .Pp. 29.) 

The scattered islands of the South Pacific emerged from a haze of romance 
during the second world war. Not much has been done to help them cope 
with the stark economic problems they faced at the war’s end. The numbers 
of their people are substantial. They now increase rather fast. The islands are 
scattered over vast distances so that communication is difficult. The South 
Pacific Commission, of which the United States is a member, was set up on 
the model of the Caribbean Commission to investigate possibilities of develop- 
ment. It has published a series of Technical Papers, of which this monetary 
survey is No. 54. 

There is much to be learned from this study of the apparently simplest, yet 
really very complex, area in which economic development is now being 
studied—especially concerning the hindrances that are embodied in the folk- 
ways of primitive peoples. The islands have served in the past as a source of 
tropical labor (blackbirding). Some plantation development has been 
attempted. But until recently little has been done to equip the likeable people 
who inhabit them with some notion of how they can fend for themselves in a 
shrinking world. Mr. Stace tackles this problem by a survey of their access 
to credit, the possibilities of cooperation and the need for capital. Capital is 
still drained from the islands. Even the government funds designed to stabilize 
commodity prices are invested overseas. Alien immigrants such as the Indians 
in Fiji flourish. There is some risk that the Polynesians and Melanesians will 
receive too much social welfare and not enough education in self-help. 
Picturesque customs and archaic tribal organization do not help. Yet it is 
possible to break through, as the Bank of American Samoa, with its local 
staff under an American manager, has shown. There is much in this slim 
volume that warrants thoughtful reading, and Stace is to be congratulated on 
a difficult study well done. 

J. B. CoNDLIFFE 

University of California, Berkeley 
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Economic Systems; Planning and Reform; Cooperation 


The Present as History. By Paut M. Sweezy. (New York: Monthly Review 
Press. 1953. Pp. viii, 376. $5.00.) 


A collection of magazine articles and book reviews written during the last 
fifteen years—articles of quite unequal length, depth, and worth—would not 
normally be very exciting were it not for the author’s personality and point 
of view. The author is a competent economist, and his point of view is such 
as to make the book something of a collector’s item—academic Marxism. The 
title is misleading, since the book has nothing to do with historiography; it 
only conveys the author’s conviction that “Marxism is the only genuine and 
comprehensive science of history and society” (p. 262). Part I entitled “The 
Character of Our Epoch” might have been expected to examine the main 
theme, but there is little to distinguish it from subsequent chapters on im- 
perialism, American and German capitalism and discussion of economic 
theories, except a brief article on Toynbee. 

The thesis is simple enough to be appreciated by any sophomore who has 
taken an introductory course in social science: capitalism is disintegrating 
and is only being kept alive by imperialism—its wages are war and poverty. 
But occasionally Sweezy’s previous expertise looms above the barrens of 
Marxist dialetics and makes him complicate his argument, e.g., in his dis- 
cussion (The Communist Manifesto after 100 Years) of “why capitalism has 
been able to dig in deep in . .. Western Europe and America and to resist the 
rising tide of socialism much longer than Marx and Engels ever thought pos- 
sible.” Even though quoting William Z. Foster as an authority on “American 
exceptionalism,” his views would scarcely command enthusiasm on the part of 
the more faithful adherents to Leninism-Stalinism. 

Perhaps the most important contribution of the book is this demonstration 
of sterility, no less on the plane of politics than on that of economic theory. 
It is a reflection of the backwardness of American socialism, its utter failure 
to organize a viable political movement which has prevented it from 
facing the theoretical as well as the practical issues to which socialism has 
been subjected in Europe. In these countries socialism had to face the split 
between the orthodox and the revisionists first, and between social democrats 
and communists later. As a result it had to choose between reform and revolu- 
tion, democracy and dictatorship, the West and the East. Some socialists 
chose one side, some the other, and in the process their thought as well as 
their action became defined and clear-cut. American socialists, and more 
pronouncedly the intellectuals around the Monthly Review, have never 
faced up to the problem; they are very sure of themselves when criticizing 
capitalism, but exceedingly fuzzy when it comes to debating not the so- 
cialism of Marx, but that of Stalin or Malenkov. This is well illustrated in 
the author’s analysis (or rather lack of analysis) of Soviet imperialism. 
Strangely enough Sweezy criticizes Sternberg for failing to do so, yet has no 
suggestion to offer himself. Since he clings to the concept of imperialism as 
“the international socio-economic system which developed in the period of 
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competing monopoly capitalism” (p. 92), he cannot bring himself even to 
admitting the possibility of communist imperialism. Yet he might have found 
here a fruitful field for investigation of a new brand of exploitation: capitalist 
countries have frequently exploited their colonies by underindustrialization; 
the Soviet Union has developed a new technique of exploitation by overindus- 
trialization, and specifically by starving consumers-goods production at the 
expense of a hypertrophic heavy industry ancillary to that of the Soviet Union, 
with the result of a rising national income accompanied by a lower standard 
of living. 

The limitations of Marxism are even more apparent in his treatment of 
American capitalism. His division of American society into what he calls the 
ruling class and the working class is not only in glaring contradiction to the 
findings of sociology, but makes the author feel uncomfortable in terms of his 
own evidence and forces him to take refuge in a concept of fringes and 
borderlands. How can we reconcile his a priori statement that “social classes 
are real living social entities; not artificial creations of the social scientist” 
(p. 122) with his unrewarded search for evidence that social classes in this, 
the “purest capitalist society that ever existed” (p. 126) “are not identical 
with the economic classes of capitalist society” (p. 127)? Is it perhaps because 
Marxism fails to differentiate between the realities of Europe around 1910 
and the realities of America in 1954? Or is it to be traced to the ontological 
and epistemological weaknesses we find at the very core of dialectical material- 
ism? 

The professional economist will be most interested in Part V (Thinkers and 
Theories) and particularly in his evaluation of Keynes. Here Sweezy’s training 
clearly influences his Marxism, leading him to a recognition of Keynes’ contri- 
butions and to the statement that “the Keynesians are as a group far better 
trained and equipped technically than Marxist economists and as matters stand 
now there is no doubt which group can learn more from the other” (p. 261). 
Even so he draws a sharp dividing line between the Keynesian to whom the 
crisis of capitalism appears as a crisis of intelligence, and the Marxist who con- 
siders it as inevitable and ultimately fatal. 

In spite, or perhaps because, of the shortcomings of a Marxist approach, 
the reader will find many stimulating passages and observations. For instance, 
when he points out that there is no clear dividing line between the “economic” 
and the “political” elements in social life and that the two cannot be treated 
respectively in isolation, that the orthodox economist treats the government 
as a sort of devil and the Keynesian as a deus ex machina (p. 312). The new, 
groping efforts at a “behavioral” science, the multiplication of group research 
projects, the increasingly frequent crossing of interdisciplinary lines point in 
the same direction. They have not yet taken us very far. Still, a synthesis in 
terms of Marxism, once a manifestation of avant-garde thought, begins to 
exude a faint scent of anachronism. 

FRANK MUNK 


Reed College 
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The “Isms”—A History and Evaluation. B. Eucene O. Gotos. (New York: 
Harper & Bros. 1954. Pp. xii, 681. $6.00.) 

One of the distinctive marks of this book, as compared with the usual 
textbook on Comparative Economic Systems, is the emphasis on neomercan- 
tilism and its historical connection with the original mercantilist view. In the 
opinion of Professor Golob, not only was the New Deal “neomercantilism 
democratized” (p. 127), but neomercantilism is essentially the system under 
which we live and which, when modified in the desirable degree by elements 
of “corporatism,” holds out the best promise for the future. 

It is certainly possible to define mercantilism in a manner that makes this 
use of the term logically admissible; that depends merely on the selection 
of the traits which we treat as essential to the mercantilist position. How 
much insight, however, do we gain, and what facts do we obscure, by focusing 
attention on the indubitable similarities between the interventionism of the 
absolute monarchy and that of the modern state? The present reviewer is not 
satisfied that the gain outweighs the loss. Modern interventionism, even in its 
nonsocialistic forms, is largely a response to the labor movement for which 
the history of the 16th, 17th and 18th centuries has no analogy. Therefore, 
the idea of putting the neomercantilist label on modern state activities as a 
whole—not only on the tariff policies of the recent past—belongs in the 
category of stimulating suggestions which in the end had better be discarded 
as more misleading than enlightening. 

For an understanding of neomercantilism, the record of facts is more 
important than ideological discussions. For democratic socialism, the opposite 
is true, since a complete socialist system has never been in existence. Golob’s 
approach, however, becomes more rather than less pragmatic as he progresses 
from his discussion of “neo-mercantilist” capitalism to the section on socialism. 
The emphasis here is on the experience of the British Labour Party in its 
last period of office. But can one really understand the aspirations of the 
socialists, or judge the chance of success of these aspirations, from British 
Labour experience between 1945 and 1952? Aside from the relative shortness 
of the period, aside also from some differences between British and Continental 
socialists which might make far-reaching generalizations from purely British 
experience hazardous, the policy of the Attlee government was too much of a 
struggle against the dollar shortage to be typical of the things a socialist 
government would want to do and might successfully accomplish. When the 
dust has settled, history will probably give Attlee and especially Sir Stafford 
Cripps high credit for laying the foundation for Britain’s splendid recovery 
which became obvious in the following Churchill period, but this contribution 
has nothing to do with the attempted nationalization of steel and transport 
and only little with the nationalization of coal and with the planning experi- 
ments through the “Surveys.” On the other hand, the frequent suggestions 
that Britain could not afford the kind of welfare state Labour was building— 
an opinion which Golob seems to share (see p. 316)—may have sounded 
convincing in 1949, but we know today that the cost of welfare policy has 
not prevented Britain from again becoming a going concern. 
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In the chapter on Soviet Communism Golob follows, on the whole, the 
road opened by other authors—and it would have been hard to do anything 
else. In his discussion of “Corporatism,” Golob does not confine himself to an 
analysis of the Fascist models but also tries to investigate the role of voca- 
tional organization in the public life of democratic countries. Highly com- 
mendable as this endeavor is, he apparently had neither the time nor the 
space for its satisfactory execution. Too much relevant material has been left 
out, from the German (and other) examples of social insurance administra- 
tion by workers’ and employers’ representatives to the Matignon agreement 
under Léon Blum. The last part, containing the author’s own “Middle Way” 
program, is guided by a healthy mistrust of social perfectionism and all kinds 
of extreme solutions. Yet with ail his efforts to keep in the middle of the 
road, Golob sometimes slips to one side: he takes too much of the Hayek 
type of antisocialist argument for granted, he is somewhat too sure that the 
economic inefficiency of the Soviet regime matches its inhumanity, and his 
aversion against the use of tax policy for the redistribution of income prevents 
him from realizing the enormous significance of the steeply progressive in- 
come tax for the social structure in the United States. 

This, therefore, is a book with many weaknesses. At the same time, it is a 
very useful book with which to stimulate class discussion or student research 
on the graduate level. The book is full not only of provocative suggestions 
but also of intelligent comments and happy formulations. Among the last 
is the excelient phrase “quicksand fallacy” (p. 623) for the assumption that 
one step must always lead to another in the same direction, whereas in fact, 
as Golob points out, “one is rarely compelled to proceed to the logical con- 
clusion of any process and .. ., in the affairs of society, men hardly ever do.” 

CarL LANDAUER 

University of California, Berkeley 


Contemporary Social Reform Movements. Edited by JoHN Eric Norpskoc. 
(New York: Charles Scribner’s Sons. 1954. Pp. x, 550. $6.00.) 

This book, the outgrowth of Professor Nordskog’s course, Social Reform 
Movements, is designed as a text for the study of present day ideologies of 
social reform and revolution. The materials which make up the chapters are 
drawn from previously published essays and chapters of books by other 
authors. The chapters are arranged sectionally around the following themes: 
(1) the essential definitions of reform and revolution; (2) the opposition 
between liberalism and collectivism; (3) the ideals, values, and dilemmas of 
democracy; (4) the utopias of socialism and communism; (5) the character 
and implementation of the Soviet ideology; (6) the concept of the fascist 
state; (7) tendencies in American capitalism and organized labor; (8) the 
development of “progressivism” and New Deal policies; and (9) nationalism 
as an ideology and social movement. Each section is accompanied by a 
critical and historical summary by the editor. An extensive bibliography and 
footnotes containing references to other works and comments by the editor 
have been provided. 
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The selections have been so arranged as to present a sort of running 
dialectic in which various social reform movements are weighed with respect to 
their bearing upon freedom and democracy, on the one hand, and authoritar- 
ianism and regimentation, on the other. In the dialectic the editor’s philosophy 
which associates liberalist values with the enterprise economic system is un- 
mistakable. Commenting on the alternatives in liberalist and collectivist 
movements, he states that “there is nothing in the collectivist principle which 
marks any stopping place short of the totalitarian state.” Collectivism is 
defined to include “all movements and systems aiming at the collective as 
opposed to the individual direction of the economy.” Under this definition 
two forms of collectivism are distinguished. One represents a movement toward 
central planning or control and direction of the economy by the state. This 
form is held to embrace not only socialism, communism, corporativism, 
fascism and national socialism but also programs and policies of government 
interference in economic life sponsored by the New Deal and the Fair Deal. 
The other form comprises voluntary concerted action by individuals for 
mutual welfare and advantage. This form is held to be consistent with the 
value of liberalism whereas the other is said to be opposed to it. If I have 
correctly interpreted the author’s point of view he might well have included 
among the selections on liberalism one of Frank H. Knight’s numerous 
writings on the subject, for example, his “Freedom as Fact and Criterion,” 
or, perhaps, Henry Simon’s essay “For a Free-Market Liberalism.” 

On the whole, the materials have been carefully and discriminatingly 
selected. The reproduction of Binkley’s article on “Mill’s Liberty Today” and 
de Tocqueville’s Democracy in America is timely. In these contributions we 
are reminded of the dangers to which freedom is exposed under popular 
government: (1) that in periods of change and great danger democracy tends 
to become violent and cruel; (2) that liberty is not realized automatically 
by the introduction of parliamentary government or popular rule but might 
be threatened thereby; and (3) that the depositories of power who represent 
the people are quite as ready, when they can count on popular support, as 
any organs of oligarchy to assume repressive or arbitrary power, and to 
encroach unduly upon personal and civil liberties. The selections on the 
New Deal, which include Paul T. Homan’s excellent but perhaps forgotten 
essay, is a well-balanced statement of the pros and cons. Somewhat less 
satisfactory, in my opinion, is the section on “Trends of Capital and Labor 
in America.” This includes the following contributions: Peter Drucker, Avery 
Leiserson and Edwin E. Witte on the progress of labor as a bargaining power 
and pressure group; by Slichter on the business man’s declining power in a 
“laborist” economy; John F. Bell on monopoly; and Robert S. Lynd on 
business as a system of power. All the contributions deal in some manner 
with the problem of economic power in connection with democratic ideals 
and practice. Whether considered from the side of business men or of the 
organized employees, the question of economic power is largely one of how 
competitive the economic system is. The two selections in which a discussion 
of the extent of competition would have been most appropriate are those 
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from Bell and Lynd. Neither can be said to contribute to the resolution of 
the question. The Bell article which is concerned mainly with the merger 
movement in industry and antitrust law enforcement seems to support the 
idea of an irresistible trend to monopoly, although it concedes that competition 
is not as yet dead. In the selection from Lynd the central thesis is that 
“capitalist economic power constitutes a direct, continuous, and fundamental 
threat to the whole structure of democratic authority everywhere and always.” 
But what is held to be true of “capitalist” power is, in my opinion, equally 
true of power that originates in the political state or with organized labor. 

The final section dealing with the upsurge of nationalism throughout the 
world contains able discussions by Hans Kohn, John Fairbanks and David 
Mitrany among others on the relationship between nationalism and popular 
sovereignty; the impossibility and undesirability of a multitude of small 
uninational states; the rise of Asian nationalism and communism; the affinity 
between nationalism, imperialism, and militarism; the internationalist “as- 
pirations” and nationalistic practice of socialist and labor parties; and the 
conflict between national planning and international free trade. Except, per- 
haps, for Mitrany’s article on “International Consequences of National 
Planning” the selections are concerned with nationalism mainly as a political 
and social psychological phenomenon. The economic aspects—exchange con- 
trols, bulk-buying, quota systems and protective tariffs—are dealt with only 
incidentally. 

The force of the reviewer’s adverse comments on the book is considerably 
weakened when its purpose is recalled. The purpose is the analysis not of 
economic principles but of the underlying philosophy of social reform and 
revolutionary movements. It fulfills this purpose admirably. 

ABRAM L, HARRIS 


University of Chicago 


National Income and Social Accounting 


Studies in Income and Wealth. Volume 15. (New York: National Bureau of 
Economic Research. 1952. Pp. x, 230. $3.50.) 

This volume of the National Bureau’s series on income and wealth contains 
papers presented at the June 1950 meeting of the Conference on Research, 
Income and Wealth. The major papers were prepared by Milton Friedman, 
George Garvy, D. Gale Johnson, Jeannette A. Fisher, Dorothy Brady, 
Margaret Reid, Mollie Orshansky, and Simon Kuznets and deal with problems 
of analyzing and interpreting income, expenditures and standard of living 
data. Their subject matter covers: interfamily comparisons as to income 
equality; relationships between incomes and geographic location, community 
size, color, and occupation; relationships of age to income, expenditures and 
saving; relationships of family savings to changes of the level and distribu- 
tion of income; relationships of income and savings of farm families to farm 
and city living standards; and finally an exploration of directions for further 
inquiry. 
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Friedman’s method for comparing incomes of families of different composi- 
tions was exhumed from some of his earlier work at the insistence of other 
people and he is skeptical about its usefulness. Thus, it is not surprising that 
when Due attempts to establish the usefulness of the method in an application, 
the results are inconclusive. 

Garvy’s discussion of income equality is more normative than the other 
contributions. After discussing perfect equality as the frame of reference 
behind the Lorenz curve and Gini’s concentration ratio as an indicator of 
equality, Garvy considers natural and normative income distributions. He 
points to the need for more analytical work on the determining factors of 
income distribution, such as: (1) the basic economic and social determinants, 
(2) cyclical influences, (3) public policy, (4) demographic factors, (5) 
social-geographic factors and (6) the time unit under consideration. The 
continuity of the book despite its many authors is furthered by the fact that 
subsequent contributions tend to deal with just such determining factors. 

Johnson, for instance, is puzzled by the apparent equivalence between 
southern nonfarm white family incomes and northern nonfarm white family 
incomes (after allowances are made for community size), despite lower 
salaries and wages, occupation by occupation, in the south than in the 
north. He rejects differences in family composition, differences in distribution 
among occupations, and differences in nonwage incomes as explanations. The 
data which he presents for rejecting differences in occupation distributions 
do not appear to be complete enough for this purpose in view of this reviewer’s 
acquaintanceship with part of the midsouth. However, Johnson has probably 
checked the data in far more detail than indicated in his article. The ratio 
of per capita income payments, 1935 and 1946, did not necessarily contra- 
dict the equivalence between southern and northern nonfarm white family 
incomes. Johnson concludes that the data tend to confirm the hypothesis 
that the two incomes were equivalent at least by 1946. 

Jeannette Fisher continues with the analysis of income distributions by 
investigating the impact of age on income, savings and spending. Such in- 
formation is, of course, important in analyzing the influence of changing 
age distributions on income and over-all propensities to save. 

Dorothy Brady investigates the “normal form” of the relationships be- 
tween income and expenditures. In this investigation, the four operating 
propositions used are that: (1) intercommunity differences in average in- 
come changes exist, (2) in a given income bracket, expenditures or costs 
are positively correlated and savings negatively correlated with the general 
level of community income, (3) expenditure patterns are below and savings 
patterns are above normal (for the current income level) in communities 
experiencing substantial increases in income and (4) conversely, expenditure 
patterns are above and saving patterns are below normal (for the current 
income level) for communities experiencing substantial decreases in income. 
Propositions 1 and 2 tend to be verified by Mrs. Brady’s work. Propositions 
3 and 4 proved unverifiable from the data presented. 

In her article, Margaret Reid investigates the relationships between ex- 
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penditures and income for farm as compared to nonfarm families. Two 
national surveys, the Consumer Purchasing Study of 1935-36 and the 
Spending and Saving in Wartimes Study of 1941, indicate that the expendi- 
tures of farm families are less elastic in relation to income than those of 
nonfarm families. The question is whether or not these indications are real 
or are the result of accounting and research methodology. In connection 
with this question, four topics are discussed: (1) possible effects of income 
concept and problems of measurement on the observed relationship between 
farm family expenditures and income, (2) the measures of income used in 
studies of farm family expenditures and experience of investigators, (3) 
the possible influence of patterns of farm expenses on net income classes, 
and (4) various methods of classification which may be used in analyzing 
the expenditures of groups of families whose incomes vary considerably from 
year to year. 

In the last main paper, Mollie Orshansky studies equivalent levels of living 
in farm and city. Her basic idea is that the point of inflection on a curve 
relating expenditures to income will be the point at which the quantity needs 
of a family are satiated and the point at which they start making improve- 
ments in quality and shifts between consumption items as a matter of taste 
rather than of necessity. She concludes that the incomes which would yield 
these points of inflection for two groups of people such as farm and nonfarm 
people would be comparable. The idea is that an income which would not take 
one family to its inflection point would be inferior to an income which would 
take another family to its inflection point. Her report takes up several aspects 
and implications of the method, its application to the determination of a 
clothing budget for a farm family and possible extensions to the determina- 
tion of the food budget as a first step toward developing a way of comparing 
farm and city-family food budgets. 

In closing the volume, Kuznets stresses the importance of data on the 
size distribution of income. In this connection, he urges inquiry along four 
lines: historical changes and area differences; causal factors in the size 
distribution of income; factors in the relation between size and use of 
income; and normative valuations. 

GLENN L, JOHNSON 

Michigan State College 


Business Fluctuations; Prices 


Determining the Business Outlook. Edited by Herbert V. Procunow. (New 
York: Harper and Brothers. 1954. Pp. xiv, 445. $6.50.) 

The purpose of this book is to analyze principal business indicators and 
selected segments of the economy as an aid to those concerned with evaluating 
the business outlook. Twenty-one authors present essays on individual assign- 
ments. Obviously, it is impossible to describe each of these essays in a short 
review. The first third of the book considers general processes, the next third 
relates to broad industry groups and the last third returns to more general 
topics. 
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In the first third the importance of forecasting, the nature of business cycles, 
the problem of money supply, stock prices and interest rates, propensity to 
consume, and gross national product are discussed. In the last of these chapters, 
Paul McCracken presents a highly lucid, but elementary, explanation of GNP. 

The second third covers durable goods, nondurable goods, petroleum, coal, 
construction, public utilities, automobiles, personal consumption expenditure, 
and agriculture. Attention may be called to the forecasting procedures that 
Albert J. McIntosh has applied in the petroleum industry and to the descrip- 
tion George P. Hitchings gives of the use of data in forecasting sales of auto- 
mobiles. 

The final third considers prices, wages and employment, the government 
budget, changes in business population and inventories, foreign trade, and 
long-time trends. Particularly informative are Arthur B. Hersey’s essay on 
methods of analysis in studying world markets and foreign trade and Wesley 
Lindow’s description of government processes of spending, taxing and lending. 
The thoughtful chapter on long-time trends by Frank R. Garfield does much 
to redress the failure of the book otherwise to face the problem of forecasting 
growth. Notwithstanding, the book must be considered essentially a study of 
short-term forecasting. 

Many valuable observations are made, and these are by no means limited 
to the chapters specially noted above. Any forecaster will find the book profita- 
ble because of observations which may make him reconsider procedures he 
employs or may, in some cases, extend the procedures available to him. Some 
of the essays will provide useful descriptions for many persons with little 
interest in forecasting. 

The book, however, does not fit neatly into any particular niche in fore- 
casting literature. (1) Some of the essays are principally descriptions of sta- 
tistical methods of computation, (2) some are highly competent analytical 
descriptions of data in the area presented but may not be pointed particularly 
to forecasting, (3) some are directed principally to the extent the series con- 
sidered are “lead” series, while (4) a few of the essays center attention on the 
problem of forecasting procedures. Ail of this is necessary for the forecaster, 
but of unequal value to any given reader. For instance, those who are prepared 
to take a mature look at forecasting procedures are likely to be already familiar 
with the statistical methods described. The unsatisfactory state of lead series 
is an old story to those acquainted with the field, while the emphasis given 
them is likely to bring others to exaggerate their importance. 

From the point of view of the forecasting job, the chief weakness of the 
book lies in its failure to face squarely the forecasting of aggregate activity. 
Repeatedly, it is shown that given industries and processes are chiefly de- 
pendent upon aggregate activity, so that a careful consideration of the methods 
of forecasting it would have been particularly appropriate. The reader will look 
in vain for GNP model forecasting or for the National Bureau “unseen cycle” 
(the proportion of indicators expanding) method. 

Nevertheless, it would be ungrateful to end this review on a note of criti- 
cism. The gaps are so great in the forecasting literature and the useful 
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observations in the book are so numerous that it will be a valuable reference 
for some time to come. 
C. BrAtTT 


Lehigh University 


Money and Banking; Short-Term Credit; Consumer Finance 


The Dollar. Sir George Watson Lectures, 1953. By Roy Harrop. (New York: 
Harcourt Brace and Co. 1954. Pp. vi, 156. $3.50.) 


The Watson lectures are on “American history, literature and institutions,” 
and Mr. Harrod, in explaining the holding of the lectureship by an economist, 
refers to the dollar as “an institution with a complex history, deeply inter- 
woven with the whole story of the great American adventure.” The titles 
suggest the wide field that the lectures cover: Evolution of the Dollar; The 
Federal Reserve System; Towards International Co-operation; The Dollar 
Gap; and they tell their story in'a stimulating and graceful style. 

On two points, Harrod takes forceful issue with postwar British policy: 
the use of so much current production in 1946-48 for capital construction 
instead of exports, and the devaluation of 1949, which in his judgment “was 
one of the greatest follies in the whole troubled course of monetary history” 
(p.125). In his discussion of American economic history, Harrod lacks the 
sure touch that marks his writings in other fields, and in a number of places 
he slips on the facts or gives a misleading phrasing. For example, he attributes 
the supplies of Spanish milled dollars in the colonies to “trade across the 
frontier of Louisiana” (p. 9); his interpretation of the reasons for the change 
to the 16:1 ratio in 1834 is inadequate and apparently written without 
benefit of the views in Paul O’Leary’s article of 1937 on “The Coinage 
Legislation of 1834”; his statement that the view that “discrimination is an 
expression of imperialism, which is an unmitigated evil” was “age-old State 
Department doctrine” (p. 99) does not square with many episodes in the 
history of American commercial policy. 

More serious is the picture of the United States balance of payments 
between the 1870’s and 1914 (pp. 33, 135). Harrod interprets the excess of 
commodity exports as offset “partly by the redemption of investments 
previously made in the United States by foreigners,” whereas the fact was 
that the net debtor position of the United States increased substantially 
between 1873 and 1914. On the basis of such a picture he gives the judgment: 


It is often supposed that it [the dollar gap] is a new phenomenon due to 
developments since the Second World War . . . it is to be noted that the 
big change occurred three-quarters of a century ago, and that ever since 
the United States has had a substantial surplus on visible trade account. 
What is new in the present situation is not this surplus, but the disap- 
pearance of the ways in which it has heretofore been met. Recognition 
of this should affect our thinking about the current dollar problem. If 
the trading deficit of the rest of the world with the United States was 
mainly due to overspending on post-war reconstruction, or to undisci- 
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plined inflations, the correctives required would be fairly clearly marked 
out for us. To alter a pattern that has existed for three-quarters of a 
century is not so easy (p. 34). 


In the discussion in the last lecture of the European balance-of-payments 
position in relation to the United States, Harrod stresses the need to expand 
multilateral trade. However, the action that he appears to favor above all 
others as a solution of the “world-wide disequilibrium of payments” is “a 
restoration of the value of gold.” “It [the dollar gap] would be largely 
solved if the United States became willing once more to accept gold at a 
dollar price comparable with other post-war prices” (p. 152). His conclusion 
in regard to gold is: “Its dollar price should be doubled” (p. 154). Many 
economists will be unable to accept the analysis by which Harrod arrives at 
this conclusion, particularly in view of the statement in the first lecture: 
“The refusal of Queen Elizabeth I to countenance debasement constitutes 
the main watershed, not only in the history of British currency, but also, 
by precedent, in the history of the currency of Christendom since the Dark 
Ages” (p. 3). 

FRANK WHITSON FETTER 

Northwestern University 


Business Finance; Investments and Security Markets; Insurance 


Managing Securities: The Basic Principles of Investment. By Siwnry M. 
Rossins. (Boston: Houghton Mifflin Company. Pp. x, 598. $6.00.) 

This textbook is intended for use in a basic college course in Investments. 
The five sections of the book deal with security markets and market practice, 
investment programming, sources of investment information, security analysis, 
and market analysis and formula planning. The section on security analysis 
receives the fullest development and covers some 348 pages. Investment 
programming receives a hurried and superficial treatment which is allotted 
some 25 pages. Thus, the text concerns itself mainly with the details of 
security analysis and an institutional description of the securities markets 
and their mechanisms. Little attempt is made to present a well-rounded and 
systematic appraisal of the various economic risks borne by the individual 
and the institutional investor, nor is there any significant development of the 
impact of these risks on the investment problems and policies of the various 
classes of investors. 

If the user of this book believes that a college investments course should 
be designed to afford some rapprochement with economic theory rather than 
to provide information for the solution of private investment problems he will 
take issue with Professor Robbins’ treatment of investment programming. In 
the discussion of the individual investor, several individuals and their cir- 
cumstances are presented along with suggested portfolios as a solution to 
their problems. The treatment of the investment problems and policies of 
eight major classes of institutional investors, which includes among others, 
commercial banks, life insurance companies, fire and casualty insurance 
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companies, in some ten pages seems to this reader to be undue compression. 
If, as the title of the book suggests, it is a discussion of investment principles, 
the section on programming should have been strengthened by using as a 
framework the risk-bearing function of the investor, such as the approach 
used by Dowrie and Fuller. 

The section on security analysis is the strongest part of the book. The 
author’s experience in this field is used to good advantage and the section is 
well written. Great emphasis is placed on the undervalued security approach 
developed by Graham and Dodd, as Robbins acknowledges. The usual 
topics are covered: notably, the analytical techniques applied to various 
types of governmental and private bonds as well as preferred and common- 
stock issues. Separate chapters are devoted to the securities of industrials, 
utilities, railroads, banks, insurance companies and investment companies. 
The section on bond analysis is prefaced by a brief discussion of interest-rate 
theory which merits a more sophisticated examination. The treatment of 
interest-rate structure and the examples given (p. 149) should have recognized 
obligations below first quality. An explanation of the dynamics of interest-rate 
movements should consider the changes in spreads on obtainable yields. This 
section of the book concludes with a discussion of taxation that more properly 
belongs in the section on investment programming. 

The two chapters treating “basic information” cover sources of investment 
information and the factors affecting security prices. The chapter on sources 
is hardly more than a listing of various publications with little attempt at 
critical appraisal. The chapter on factors affecting security prices confines 
itself to issues below high-grade and distinguishes five major factors to ac- 
count for changes in the prices of these securities; namely: (1) eventual 
market recognition of intrinsically undervalued issues; (2) psychological 
factors; (3) the business outlook; (4) growth; and (5) special situations. A 
fuller development of this material seems in order. For example, even if the 
author had little faith in attempts to measure the influence of financial senti- 
ment on security prices, the techniques commonly used might have been 
presented and evaluated. In discussing the influence of business conditions on 
security prices, a chart (Figure 5, p. 132) is presented which shows a com- 
parison of movements of stock prices and industrial production. This reader 
cannot agree after examining this chart that “The conformity between the 
respective curves of business activity and stock prices is striking” (p. 131). 

Market analysis and formula planning are given brief but adequate treat- 
ment, considering the scope of the single-semester college course. Two ap- 
pendices are included. The first consists of review questions and problems. 
The second is a comprehensive bibliography which is unusually complete and 
well-arranged. 

The author has made an effort to keep the text up-to-date by including com- 
ment on several topical matters, such as the outlook for treasury bonds, and 
recent tax developments. Instructors who use the book will find it necessary 
to supplement this presentation. 

The book will be useful to those who desire to stress security analysis. On 
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this topic the exposition is excellent and should be readily grasped by the 
student who has had relatively little previous accounting and financial 
training. 
FREDERICK C. JOERG 
Duke University 


Public Finance 


Federal-State-Local Tax Correlation—a Symposium. (Princeton: Tax Insti- 
tute. 1954. Pp. viii, 256. $5.00.) 


Appointment of a Commission on Intergovernmental Relations by President 
Eisenhower stimulated the Tax Institute to take as the topic for its 1953 
symposium, “Federal-State-Local Tax Correlation.” Twenty-three participants 
presented brief papers on background considerations, federal and state aid, 
conflicts of jurisdiction, and potentialities of cooperation. 

The papers, with few exceptions, give a competent description or analysis 
of the issues. But within the narrow limits of space set for each topic, it was 
impossible to dig deeply or to show originality. At the risk of being invidious, 
the reviewer commends the annotated bibliographies by L. L. Ecker-Racz 
and Selma J. Mushkin which review the significant developments of the last 
decade; the compact discussion by J. H. Perry of intergovernmental fiscal 
relations in Canada, especially the remarkable happenings of the last dozen 
years; and the neat survey of the present status of tax conflicts by Mortimer 
M. Kassell. The over-all conclusion is that in the United States no progress has 
been made—perhaps that we have not even held our own, and that no easy 
remedies lie at hand. Kassell, for example, states: “All in all, aside from death 
taxation, it must be admitted that interstate conflicts in almost every area of 
state taxation are not decreasing in quantity or quality” (p. 149). One can, 
however, detect bright spots: federal and state individual income tax provi- 
sions have become more uniform; increased cooperation with respect to in- 
spection, withholding, deductibility, is evident. P. J. Strayer is hopeful about 
the future of tax supplements, although the grounds for this optimism are 
unconvincing. It may, besides, be consoling to reflect that the conflicts have 
been less damaging than some prophets predicted. This is, however, mainly 
because these effects are hidden, and one can view with more alarm than 
do most of the participants the economic damage being done through the 
multiplication of local sales and income taxes. 

Some participants refer hopefully or wistfully to the Commission on Inter- 
governmental Relations, and perhaps it will come up with the right answers. 
Even so, this will be insufficient to secure reform because the right answers 
for the nation may be the wrong answers for certain powerful groups. It is, 
for example, not difficult to provide a formula to secure uniformity in alloca- 
tion of corporate income and capital among the states for purposes of taxa- 
tion. It is difficult to secure its adoption, and even more difficult to secure 
uniformity in interpretation. The recommendations of the Commission, even 
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if right, must be put with enough cogency and dramatic force to capture 
the national imagination and gather national support. 


James A. MAXWELL 
Clark University 


Government Finance, by Joun F. Due. (Homewood: Richard D. Irwin. 
1954. Pp. xviii, 562. $6.00.) 

Postwar treatises on public finance have followed two lines: one seeks to 
integrate the field with economics and the other treats its subject as an “inde- 
pendent discipline.” This book is one of the better contributions in the former 
class. Between many pages of closely packed analysis the author finds space 
for a substantial amount of descriptive and “institutional” material; he has 
the advantage of thorough familiarity with both the Canadian and American 
experiences, and he uses it effectively to submit a comparative study of 
the two. 

In addition to the usual coverage of public finance in the conventional order, 
the author offers chapters on the governmental component in national income 
and on net worth taxation. The latter is particularly effective, arguing per- 
suasively that a wealth tax with a low rate and some exemptions would be 
a highly desirable supplement to our income tax. A chapter on fees and 
commercial revenues is much the best summary treatment of this area that the 
reviewer has seen. 

After presenting pros and cons, the author typically evaluates. To take a 
few examples, he is favorably disposed toward parity-treatment of capital 
gains, income-splitting, averaging, integration of personal and corporate in- 
come tax (dividend-paid credit preferred), the Treasury’s side of postwar 
debt management, and fiscal as against monetary controls. 

To select a few “bones of contention” from a large array of arguments and 
conclusions, we note that the author dismisses all matters of equity and 
distribution with the observation that these are value judgments finally and 
indisputably determined by what people want. The reviewer heartily dissents; 
in his (perhaps minority) opinion problems of distribution turn on its eco- 
nomic, political and social consequences. They are amenable to evidence, 
deductive and empirical, and they are not unique because they lead to an- 
swers upon which reasonable men may differ. 

Due is persuaded that almost any departure from market preferences of 
individuals induced by excise taxes is likely to involve an aberration from 
optimal allocation of resources. (An exception is conceded where social costs 
are an important addition to private costs.) Actually there is little ground 
for the view that a private market fashioned to suit purchasing power provides 
any acceptable standard of optimum allocation of resources from which to 
depart in the first place. 

In his treatment of the incidence of a general commodity tax, the author 
virtually ignores the segment falling on capital goods. By incidental reference 
and without analysis, he assumes that this portion of a general tax is shifted 
forward ultimately to consumers. (No mention whatever is made of a value- 


| 
| 
ke 


972 THE AMERICAN ECONOMIC REVIEW 


added tax with its unique possibility of taxing a// spending uniformly.) Thus 
he does not squarely face up to the problem of a uniform universal tax with 
no escape by migration of resources. Nor does he consider the possibility that 
a general rise in the price level (including capital goods) might affect real 
income like a proportional income tax. It seems that the wave of the future 
in incidence theory must distinguish sharply between the absolute and rela- 
tive effects of taxes on prices. The author defines incidence as the effect of a 
tax on the distribution of real income. Yet he does not see that taxes plus 
expenditures (which he wishes to lump with taxes in the analysis) may 
result in no aggregate burden whatever and conceivably no redistribution 
either. They simply result in a substitution of public for private goods. 

In the reviewer’s opinion, the author considerably underrates the im- 
portance of monetary policy (and the rationing of credit in various ways) 
as a tool for coping with inflation. Taxes would be quite as inflationary as 
borrowing from banks if all taxpayers could and would borrow the where- 
withal with which to pay their taxes. 

A few minor errors of fact may be worth attention. The government does 
not exempt capital gains when residences are (in effect) simultaneously 
bought and sold; it only postpones realization. The British no longer confine 
their income tax generally to recurrent gains. Contrary to the impression left 
on the reader, most patronage dividends of cooperatives are taxable to the 
recipient in his personal account with the revenue. 

One could quarrel also with matters of space allocation. It seems, for 


instance, that in the treatment of intergovernmental relations, the compli- 
cated and important problem of tax deductibility should command more 
attention than the eight lines devoted to it. 

In general, however, this is a comprehensive, careful and competent product 
that should prove a useful tool both in the academic world and among 
reasonably sophisticated laymen. 


Harotp M. Groves 
University of Wisconsin 


International Economics 


Staff Papers Presented to the Commission on Foreign Economic Policy, 
February 1954. (Washington: Supt. Docs. 1954. Pp. xv, 531.) 

The Randall Commission did its work in a few months. Its staff of sixteen 
senior economists'—some of them part-time—had no time to undertake 
major pieces of research or to work out wholly new analyses of the problems 
of United States foreign economic policy. The members of the staff were 
chosen because they already knew their subjects thoroughly, had analyses 
at their fingertips, and were familiar with the ways in which issues present 
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themselves to policy-makers as well as in textbooks. Their job was to present 
these issues to the Commissioners, along with the facts and arguments that 
would enable them to come to some decision on the many issues before them. 
The Commissioners’ backgrounds varied greatly, and, while some had great 
knowledge of particular aspects of American foreign economic policy, few 
except John Williams could be presumed to be familiar with the whole field 
or with the lingo economists often use in talking about these matters. Hence 
the staff's papers had to avoid jargon, explain matters clearly and explicitly, 
and still go deep enough to touch the real issues. 

The published result of this work makes a substantial volume that is the 
most comprehensive and useful single book on current problems of United 
States foreign economic policy. Though prepared for a specific occasion, the 
book will not quickly lose its usefulness. A few papers deal with immediate 
issues that will disappear with time and some detailed sections will lose their 
point as their facts and figures go out of date. But most of the papers deal 
with issues that will be with us for some time to come and treat them in a 
fashion that will still be relevant after the passage of several years even 
though particular circumstances may have changed. 

This is not to say that the Staff Papers provide definitive, incontestable 
analyses or that they uncover large new areas of information. There is new 
information in some of the papers, most of it illustrative, and there are a few 
interesting pieces of original analysis. For the most part, though, what one 
should look for here is a series of highly competent discussions of major 
issues supported by authoritative distillations of basic facts. Not all of the 
facts are so highly distilled; the taxation of foreign investment and problems 
of customs administration, classification and valuation are dealt with in con- 
siderable detail, reflecting the work that has been done on these subjects in 
the government in recent years. A number of the papers present in convenient, 
reliable form information that people outside the government previously had 
to piece together from a variety of sources. This is one of the most useful 
features of a publication of this sort. 

The papers are arranged in the same order as the topics in the Commission’s 
report. By far the largest section deals with tariffs and trade policy. It con- 
tains a considerable amount of history along with a rationale of such elements 
of recent policy as the most-favored-nation clause, reciprocity, peril points 
and escape clauses as well as analytical examinations of the level of U.S. 
tariffs, federal Buy American policies, sanitary regulations, and other pro- 
tective measures. A set of papers on “Adjustment to Increased Imports” 
provides the book’s chief departure from familiar ground. After estimating 
the number of workers who might be affected by increased imports in the 
event of tariff suspension, these papers outline various ways of replacing 
jobs lost in this manner or of tiding workers over a period of adjustment. 
Brief studies of the watch industry in Elgin, the leather glove makers of 
Gloversville, and the briar pipe industry of New York illustrate the problems 
industries have in adjusting to increased imports, while community efforts 
at adjustment in sixteen areas are sketched briefly. The emphasis in these 
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papers is the same as that in David McDonald’s statement (with which the 
other Commissioners did not agree): that a governmental program should 
not aim at compensating people hurt by tariff reductions, but at assisting com- 
munities and workers to adjust to changes comparable to those stemming from 
other sources than foreign competition. Much remains to be done before the 
problems in this field are fully explored, but these papers add significantly 
to the small literature of a subject that has been much talked about but only 
rarely written about. 

After trade, the longer sections deal with agriculture and raw materials (in- 
cluding an interesting report on wool), and with private foreign investment. 
The dollar problem, foreign aid, and convertibility are the subjects of sub- 
stantial sections. The background paper on foreign aid has interesting sum- 
maries of the assumptions on which American action was based at each 
major turn of the aid policy, in 1945, 1947 and 1950. Papers on offshore pro- 
curement set out some details of this practice more fully than any previous, 
generally available source. Shipping and east-west trade are dealt with 
briefly in papers that are a bit thin compared to the rest of the volume. 
Labor, tourism, and technical assistance are also subjects of separate papers. 

Comprehensive as the collection of papers is, there are some gaps. A review 
of the recent evolution of U. S. policy toward international control of re- 
strictive business practices might have been very interesting. Although tech- 
nical assistance and the role of public loans are discussed, little is said about 
the nature of the American interest in the economic advancement of under- 
developed countries. Except for a discussion of the relation of the European 
Payments Union to convertibility, the papers do not deal with American 
policy toward Western European economic integration, a subject that might 
bear some re-examination in present circumstances. Although it was per- 
fectly reasonable for the hard-pressed staff to decide not to study the problems 
of particular countries or areas, the reader would welcome some comment on 
the issues for American policy likely to arise from Japan’s economic diffi- 
culties. 

Even with these omissions the book is a major addition to the literature. 
It should have many uses. There is no better way for those unfamiliar with 
the field to get well into the problems of American foreign economic policy 
than by reading it. The more expert can also read it with benefit and may 
enjoy the game of matching authors with the anonymous papers. The book 
has considerable value as a reference, enhanced by an index. One suspects 
that during the next year or so a lot of lectures will stem from it. Some 
professors are using it in seminars and courses. Professionally, it is a good job. 

The value of these papers leads me to hope that more means will be found to 
publish comparable works done under public auspices. We have something 
of this in the International Monetary Fund’s Staff Papers and in publications 
of the Federal Reserve System; some papers find their way into this and 
other learned journals; the Paley Committee published some of its staff’s 
work. But there should be more outlets to spread the benefits of the good 
work that competent economists, backed by the government’s resources, can 
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do. There are disadvantages to this kind of work, and rather firm limits on 
the kind of contribution it can make, but this book shows that publication 
often would be a useful service to the profession and the public, and thereby 
in the end perhaps to the government as well. 
WILLIAM DIEBOLD, JR. 
Council on Foreign Relations 
New York 


Foreign Exchange in the Postwar World. By RayMonp F. MIKESELL. (New 
York: Twentieth Century Fund. 1954. Pp. xv, 658. $5.00.) 


Before World War I, the international movement of both people and goods 
was almost as simple as their movement within a single country. The gold 
standard ruled supreme, operating invisibly and automatically to keep a 
nation’s international accounts in balance. For all but a few brief years since 
1914, however, official regulation has replaced the automatism of the gold 
standard. International transactions have been so burdened with restrictions 
as to turn simplicity into fantastic complexity. This complex of controls and 
payments arrangements, as it has come to be since the second world war, 
Professor Mikesell describes, analyzes and evaluates in this book. 

Much the larger part of the work is descriptive, with incidental accompany- 
ing analysis. Mikesell proceeds by stages from the general to the particular. 
In Part I, he traces the emergence from earlier arrangements and from the 
disruption of postwar conditions of a discernible pattern of trade and pay- 
ments. Dominant in this pattern were three groups following widely different 
practices: the relatively free dollar area; the sterling area and countries 
using its facilities; and the rest of the world, basing its trade and payments 
on bilateral arrangements. 

Part II goes into more detail, focussing upon particular types of interna- 
tional-payments arrangements and policies. These include exchange controls, 
various kinds of bilateral agreements, multiple exchange rate practices, 
exchange rate policies, the special case of the European Payments Union, 
and those evasions of controls covered by the euphemistic term “unofficial 
transactions.” 

Description continues in Part III, this time from the geographical point of 
view. All the major regions of the world are included in this study of their 
trade and exchange practices. As an aid to understanding these practices, 
emphasis is placed on the international financial problems the countries have 
confronted. 

One comes away from these descriptive sections with a clear appreciation 
of the complexity of recent and current methods of handling the movement 
of goods, people, and capital. Out of the welter of detail there emerge distinct 
systems of international payments subject to varying degrees of restraint, 
the intensity of the latter depending upon the difficulty a country has in 
settling its international accounts. This difficulty, in turn, may be due pri- 
marily to external factors, such as shifts in the channels of trade, or to 
internal ones, such as rapid economic development or inflation plain and 
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simple. Mikesell has probably brought as much order out of chaos as is 
possible in such an exhaustive study. Owing to the organization of the book, 
however, there is a good deal of (largely unavoidable) repetition. 

It is in Part IV that Mikesell undertakes to account for and appraise the 
restrictions which constrain the free world’s trade. The principal cause he 
finds in the vast postwar changes in the structure of the world economy. The 
remedy lies in suitable structural adjustments: increased production of food- 
stuffs in underdeveloped areas to reduce excessive dependence on dollar 
supplies, larger output of capital goods in western Europe to replace U. S. 
exports of these products to the underdeveloped countries, and more effective 
competition of foreign producers of finished manufactures and manufactured 
foodstuffs in the U. S. market. But such adjustments require mobility of 
the factors; to be induced by deflationary monetary and fiscal measures; 
exchange rate adjustments to bring internal and external prices into line; 
larger international reserves, to remove the need for trade restrictions while 
adjustment is occurring; and in some instances, long-term foreign loans to 
finance the necessary shifts in production. 

In view of these requirements, Mikesell holds out little hope for a prompt 
elimination of trade and exchange restrictions. He therefore devotes close 
attention to working out a code of reasonable foreign exchange practices, 
concentrating on the problem of ensuring that the restrictions are used to 
offset enduring balance-of-payments difficulties generated by external condi- 
tions, not to furnish disguised protection or merely temporary relief, and on 
the related problem of confining discrimination in such restrictions to a country 
whose currency is scarce. 

Ultimately, however, he holds that the free world must return to a free 
multilateral trading system based on currency convertibility. This will have 
to be approached via a gradual removal of restrictions, led by Britain and 
the EPU countries. Additional reserves will be needed, probably in the form 
of an American loan, and of course structural readjustments must be pro- 
moted by inducing mobility and by requisite changes in currency values. A 
fluctuating exchange rate may be appropriate for some countries, and in any 
event, the United States must aid the approach to convertibility by avoiding 
a serious depression and by liberalizing its trade policies. 

I find relatively little to disagree with in Mikesell’s analysis of the causes 
of the pattern of restrictions that confines the world’s trade, in his stress on the 
need for structural adjustments, or even in his statement of the underlying re- 
quirements for these adjustments. Is he not, however, unduly cautious in his 
approach to convertibility, especially if convertibility of sterling and the 
leading European currencies were accompanied by the adoption of flexible 
exchange rates? In view of the substantial improvement in the reserve position 
of the nondollar countries, the arrest of inflation, and the very considerable 
structural adjustments in production that have taken place, there would 
appear to be ample grounds for believing that convertibility is now within 
reach, provided it were not attempted to hold to fixed exchange rates. Were 
the latter flexible, the need for additional reserves would be reduced or 
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eliminated, and the mobility required for further structural readjustments 
promoted. Quantitative import restrictions, substantially relaxed in the last 
year or so, could be eliminated after a trial period. Exchange controls, how- 
ever, would go by the board with the establishment of convertibility. 

A more significant issue is whether, with the rapid increase in population 
in the underdeveloped countries, increased domestic production of foodstuffs 
can meet requirements. Given the maximum such increase possible, will not 
rising demand and costs make increased dependence on land-rich countries 
(including the United States and Canada, but also Argentina, Australia, Burma 
and Thailand) more economical and even necessary? If this is so, further 
structural adjustments will be required, including perhaps a shift in the 
densely populated underdeveloped countries toward the production and 
export of light consumer manufactures. I am not at all sure of the answer, 
but I should have liked to have seen this issue discussed. 

Another point: while a liberalization of U. S. trade policies would unques- 
tionably help, the more vigorous competition in American markets Mikesell 
wants to see can hardly be expected to appear during the life of the escape 
clause in our present tariff laws. Until this is eliminated, why should European 
exporters invest heavily in developing American outlets, only to be con- 
fronted by such an increase in duties as that recently experienced by Swiss 
watchmakers? 

But these criticisms are relatively minor. Mikesell has written a scholarly 
book which sheds much light on an important and complex subject. 

P. T. ELLSworTH 
University of Wisconsin 


The Future of Sterling. By A. C. L. Day. (New York: Oxford Univ. Press. 
Oxford: Clarendon Press. 1954. Pp. viii, 228. $2.00.) 

The central theme of this well-written and provocative book is that 
“present attempts to move towards a system of completely free convertibility 
and non-discrimination are ill advised,” and that efforts to extend the use 
of sterling as an international currency “can involve the British economy in 
costs that are not commensurate with the advantages.” 

The author, lecturer in the London School of Economics, opposes the 
extension of sterling convertibility into dollars to the nondollar, nonsterling 
world (read Europe) for two distinct reasons. First, he finds that discrimina- 
tory controls against the dollar world may be a way “in which a country can 
permanently maintain its real income at a higher level in relation to the 
incomes of other countries than would be the case under non-discrimination” 
(p. 96). The dollar problem is the result of decisions by the nondollar world 
to discriminate, and thereby to “exploit” the dollar world through more 
favorable terms of trade. If discrimination were abandoned, he asserts, the 
dollar problem could be ended; but exchange-rate adjustments would be 
required, terms of trade would move adversely, and real income in the non- 
dollar world would be lower. Moreover, the control of central dollar reserves 
has enabled Britain to impose discriminatory dollar-import policies upon the 
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rest of the sterling area, and thus to “exploit” the primary-producing mem- 
bers by forcing them to buy British rather than American goods. The abandon- 
ment of discrimination in favor of more liberal trading policies would produce 
a decline in Britain’s real income, and is therefore not in Britain’s interest. 

Day’s second reason for opposing convertibility relates to the decline of 
London as an international financial center since the “high noon” of sterling 
power before 1914, and the rise of New York as a rival financial and trading 
center. If the convertibility of sterling into dollars were extended to Europe, 
it would make possible an end to Europe’s dollar problem, he says, but would 
concentrate the burdens of convertibility upon Britain alone. Most probably, 
there would occur not only a dollar drain from the British reserves, but it 
would also become more difficult for Britain to continue to impose dollar- 
discriminatory policies upon the overseas sterling countries. Even if this 
initial strain could be successfully met, the “serious costs of convertibility are 
the continuing ones and the ones which may arise in periods of difficulty” 
(p. 137). The danger of capital flight from Europe to America would be 
opened, and the building of gold and dollar reserves by other countries 
would become possible, directly or indirectly, at the expense of British 
reserves. “. . . Sterling Area arrangements make Britain extremely vulnerable 
to fluctuations in the trading position of overseas sterling countries; to extend 
the use of sterling as an international currency would tend to increase the 
number of directions from which these pressures could come” (p. 158). Day 
finds present British gold and dollar reserves far from adequate to meet these 
pressures. 

As an alternative to the moves toward nondiscrimination and convertibility, 
which Day fears would concentrate excessive burdens upon Britain, he 
proposes a combined European Payments Union-Sterling Area currency union, 
which would absorb and distribute the shocks originating in the “unstable 
and unpredictable” American economy. The purposes of this union would be 
to form a defensive front for discriminating against the dollar world in the 
event of an American depression, and to create an ample supply of interna- 
tional currency. The latter function is not being performed by the United 
States, and Day does not want to see Britain perform it because of the dangers 
involved. In effect, he would extend and modify the present European Pay- 
ments Union to be a channel for all payments between dollar and nondollar 
countries. 

The author of this controversial book performs a valuable service in raising 
many pertinent questions about convertibility, and in so far as he urges caution 
for Britain in the extension of sterling convertibility, he gives the right 
ariswer. But in the reviewer’s opinion, this right answer is given for the 
wrong, or at least questionable, reasons. There are at least two key points at 
which the author’s analysis may be challenged. First, it is asserted, but not 
demonstrated, that discrimination allows a country to attain a permanently 
higher level of real income. Although the author fails to explain it, this reason- 
ing is apparently based on an extension of the “optimum tariff” argument, 
according to which discrimination may raise the level of real income by 
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improving the terms of trade at the expense of the trading partner. He ignores, 
however, the practical possibility that the trading partner might choose to 
retaliate—a course which the dollar area has foregone for political reasons 
since the war. Although his argument turns on this point, Day himself does 
not always appear to be convinced that discrimination is best: “Discrimina- 
tion may be a primrose path which is always more attractive at any particular 
time but which may lead one eventually to a worse position than that resulting 
from the braver course” (p. 49). 

Second, Day considers British reserves inadequate to restore sterling 
convertibility unless they are equal to short-term sterling liabilities and 
longer-term liabilities easily realized, and also sufficient to meet Britain’s 
own payments fluctuations. Surely this is asking too much. As a bare minimum, 
he is willing to settle for a one-for-one ratio of gold and dollar reserves to 
quick liabilities, but even by these standards, British reserves would have to 
rise from their present level of $3 billion to at least $10 billion to avoid the 
“danger of the British bank collapsing.” This view is not only unduly pessimis- 
tic, but it also fails to take account of the usefulness which sterling possesses as 
a means of international payment, and assumes that the only function of the 
pound in international finance is to stand in the place of gold or dollars. In 
discussing the advantages of international banking to Britain, the author 
leaves much unsaid; in presenting the potential costs, he may well be over- 
stating the case. 

This is a book of ideas and interpretation, rather than of fact and descrip- 
tion, based not on original research, but on the writings about the sterling 
system by W. A. Brown, Jr., Ragnar Nurkse, J. M. Keynes, Imre de Vegh, 
A. R. Conan, F. V. Meyer, and others. Many of its most valuable contribu- 
tions lie in the lucid analysis with which the author has embroidered his main 
theme. For example, his discussion of the conditions of stability of a currency 
union is a genuine contribution. His chapters on The Present Extent of 
Convertibility and on The Extension of Convertibility are a valuable piece 
for anyone wishing to understand what convertibility is all about, and the 
special problems that may arise. The fuller convertibility of European 
currencies and the reduction of discrimination in international trading, how- 
ever, continue to be desirable objectives, in the reviewer’s opinion, despite 
Day’s able pleadings. 

KENNETH M. WRIGHT 

New York, N.Y. 


Britain in the World Economy. By D. H. Rozpertson. (New York: Macmillan. 
London: Allen and Unwin Ltd. 1954. Pp. 92. $1.75.) 


The only thing a reviewer can say about these four lectures is that they 
are everything one is accustomed to expect from D. H. Robertson. The 
lectures are about the United States, as well as Britain, in the world economy; 
but they are also about economists, who might perhaps be a little more careful 
about policy prescriptions than they have sometimes been. 

Great Britain has met the postwar problems of rehabilitation and expansion 
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of her economy with some success; but the pattern of savings, particularly 
private vs. government savings, and the pattern of investments, leave much 
to be unquiet about. One aspect which is only partially within the control 
of the British government is, of course, the balance of payments. Robertson’s 
discussion of the Sterling Area points out that it originally grew for perfectly 
“natural” reasons; that the advantages and disadvantages of the Area to its 
individual members changed with changing conditions, so that it would be 
difficult to say whether on balance the mother country had exploited, say, 
Australia or vice versa; that it still fulfills a useful purpose; but that it is 
hardly an answer to all questions, or even to the question of the dollar shortage. 

The problem of the dollar shortage is everything orthodox economists (in- 
cluding Robertson himself) have said about it before in terms of wrong 
domestic monetary and fiscal policies or wrong exchange rates. But the 
recalcitrance of the problem stems (1) from the dynamic nature of the 
economies, which creates constant problems of adjustment to rapidly changing 
comparative advantage; (2) from the fact that whenever the United States 
experiences some “little hiccoughs of stocktaking or indecision like those of 
1938 or 1949” (p. 60) the rest of the world trembles; and (3) from the fact 
that countries suffer from being split personalities in wanting to export but not 
to import.? 

“Have I said enough to persuade you that when one of the partners to its 
operation is a country of multifarious resources and towering strength, the 
law of comparative advantage, for all its inexorable truth, needs a string of 
footnotes? That a quarrel and a baby are not the only things which it takes 
two to make, but that dollar shortage also falls within that interesting cate- 
gory? If so... what more [can] America. . . fairly be expected to do about 
it?” (p. 62). 

The proposals, if not new, are sound. First, Robertson is against raising the 
price of gold. But that we should in this country try to keep our economy on 
an even keel is now generally accepted also by those economists who even 
within the memory of us merely middle-aged men thought this sheer wanton- 
ness. We could try to avoid “spasmodic and inconsiderate official action. If 
the Australians went on the tiles in 1950, if Malaya’s fight against communism 
has been hampered by bewildering fluctuations in the price of her tin, the 
panicking and the tantrums of some of the United States purchasing agencies 
must bear, I think, no small share of the blame” (p. 64). And, of course, a 
more sensible trade and investment policy is required. Who could possibly 
disagree? 

What is to be done in the meantime? In the last lecture entitled “Discrimina- 
tion,” Robertson points out that “as a congeries of countries between which 


* Perhaps I might be allowed a comment or: point (2) above: It seems as if the present 
downturn of American business does not have the catastrophic result of 1938 or 1949. 
(Robertson deliberately excluded 1929-1934 from consideration.) The reason seems to be 
that higher production everywhere anc more sensible price and exchange-rate relations 
make it possible for the rest of the wor'd to take in more of each other’s washing without 
particular discrimination against the Unitec Sta:es or hardships to themselves. 
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business contacts are close, means of payments and exchange stability proba- 
ble if not assured, the Sterling Area seems to me to have a great and innocuous 
future; as a candidate for a permanent ring-fence I think its claims are low—if 
only because of the utter impossibility, so often conveniently forgotten by the 
fence builders in my country, of bringing Canada within the ring” (p. 75). 

But the same kinds of trouble are really faced in a much greater degree by 
Europe which does not even have the advantage of that mysterious unity of the 
Commonwealth by means of which it is possible to be and yet not to be inside 
or out, republic or monarchy, sovereign or not. Whatever may be said for a 
European customs union, or even simply for substantially freer trade within 
Western Europe, the problem cannot be solved by producing “pleasant luxuries 
for mutual consumption rather than the things which contribute to the whole 
area’s power of earning its essential requirements overseas” (p. 79). One 
wonders whether Robertson would at present care to add that, whatever may 
be said for increased East-West trade, this too would not solve the problem of 
earning Europe’s bread in the face of the notorious necessity of financing this 
trade by long-term credits leading to as many “unrequited exports” as any 
repayment of war debts to, say India, did in the past. And as an old Anglophile, 
I feel very strongly with Robertson, that Britain has been quite unjustly 
accused of hindering European unity, and that “‘she has a good deal of reason 
to feel like Cordelia, less gifted than some who could be named at heaving 
her heart into her mouth, but not backward at helpful action” (p. 88). 

It might be good for the world to go to school with Sir Dennis, and a more 
pleasant, witty and thorough schoolmaster would be hard to find. 

Wo trcAnc F, STOLPER 


University of Michigan 


International Economics and Public Policy. By Harry G. BRrainarp. (New 
York: Henry Holt. 1954. Pp. xiii, 706. $6.00.) 


This book is divided into five parts. Part I delineates the characteristics 
of international trade and finance with special attention to the importance 
and extent of trade, documentation, foreign exchange rates, and the inter- 
national balance of payments. The theory of trade is traced in Part II from 
mercantilist philosophy through classical doctrine to modern theory. One 
chapter is devoted to national income analysis. 

International finance is the subject of Part III, containing chapters on 
international investment, the problems of temporary and fundamental dis- 
equilibria, international banking, and international monetary cooperation. 

The last two parts are concerned with public policy, one dealing with 
commercial policy which is primarily nationalistic, the other with policy 
which is oriented toward internationalism. In Part IV restrictions to trade such 
as the tariff, import-export controls, exchange control, international cartels, 
and the state in international trade are considered. International economic 
cooperation, economic development programs for underdeveloped areas, and 
Europe’s postwar economic problems are discussed in Part V. The section 
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concludes with a chapter evaluating the possibilities for expanded world trade 
in the future. 

By means of brief previews and résumés the reader is guided through the 
intricacies of the twenty-seven chapters. Each of the five major parts has an 
introduction pointing out the objectives of the section. Individual chapters 
close with a concise one- or two-page summary. Carefully selected tables 
insert up-to-date statistical information, and illustrative material is provided 
in diagrams which are not unduly complicated. 

Most of the topics which customarily appear in an international economics 
textbook are included. Instructors differ, of course, in point of view with 
respect to certain aspects of international economics. For instance, some 
place major emphasis upon theory, and others upon policy. Some adhere to 
modern classical theory, others are proponents of the national income 
approach. Some favor the reduction of trade barriers, others sanction pro- 
tectionism under certain circumstances. Hence opinions vary as to which 
topics should be stressed, and how much space should be allocated to each. 

The author endeavors to follow a middle-of-the-road course, and does not 
support any particular school of thought. He produces a unified discourse 
by synthesizing elements drawn from many sources. There is no mere cata- 
loguing of facts. The primary emphasis is placed upon the development of 
international trade theory, the significance of various commercial policies, 
and the relationship between theory and policy. Enough pertinent data are 
incorporated to provide an adequate historical and political foundation for 
analyzing current trade problems, and suggesting implications for the future. 

The main theme is that in interregional specialization and trade lies a 
promise of increased human welfare and global peace. This can be attained 
through multi-angular trade transacted with a minimum of restrictions to the 
flow of goods and services. But the extent of world trade is in part contingent 
upon the outcome of unpredictable political conditions. Trade controls thrive 
in a divided world fraught with continuing economic and political disturb- 
ances. 

A question may arise as to how much detail about the techniques of 
foreign trade should be inserted in a book concerned principally with the 
theory and policy of trade and not with foreign trade practice. Definitions of 
terms such as the trust receipt, the commercial letter of credit, the drawback, 
and the countervailing duty are not essential, for the terms are not used as 
an integral part of the subsequent discussion. Although it may be conven- 
tional to comment upon arbitrage transactions and the forward foreign 
exchange market, this hardly seems necessary from the point of view of 
either continuity or completeness. These are illustrative of minor subdivisions 
that might have been left out altogether. 

A clearly defined structural outline is followed. But the interrelationship 
of the topics makes some overlapping inevitable. In a few cases, the treatment 
of a subject under more than one topic might have been modified. For ex- 
ample, comments about the Export-Import Bank appear in at least four dit- 
ferent chapters. With a slightly different organization, some of this material 
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could have been combined, and hence the space utilized reduced. A similar 
situation exists with respect to the presentation of certain features of postwar 
economic policy. 

The book is probably most suitable for a two-semester course. The instructor 
of a one-semester course who prefers to supplement the textbook with outside 
reading may need to omit a limited number of chapters or parts of chapters. 

If the adult citizen is acquainted with the basic principles of international 
economics, he should be in a better position to appraise the policies which 
affect world trade and finance. Professor Brainard’s book is intended pri- 
marily as a textbook for the undergraduate college or university student who 
has completed a course in elementary economics, but it is appropriate for the 
general reader also. The role of theory in the determination of public policy 
is investigated, and the leading issues in the international economy of today 
are examined against a background of related historical and political factors. 
Comprehensive contents, orderly design, and a lucid style of writing produce 
an interesting and informative volume. 

GRACE BECKETT 

University of Illinois 


Introduction to International Economics. By DELBERT A. SNIDER. (Home- 
wood, Ill.: Richard D. Irwin, Inc. 1954. Pp. xx, 472. $6.00.) 

International economics is an area where it is easy for the disciplines of 
the social sciences to get mixed up. A textbook that touches on international 
economic policy cannot avoid historical allusions and political factors. Further- 
more, the students in courses in international economics are likely to be of 
mixed backgrounds and have diverse academic majors. A real dilemma is 
posed for an author who purports to write a book that is understandable to a 
student majoring in government, and is at the same time challenging to a . 
student with a background in economics or business. The dilemma, of course, 
is self-imposed, since anyone who has read textbooks knows that writing them 
must be a dreary business. The author of this book, however, has done a good 
job in unifying the diversity in his material, and students with varying 
preparations will read it with above average interest. 

The book has the conventional coverage found in books of the international 
economics rather than of the foreign trade variety. Part I covers theory 
including descriptive material relating to the bases of trade. The happy feature 
of this section of the book is that it does not present theory as an exercise in 
the development of thought from the classicals through their critics to the 
modern school, but rather as a coherent explanation, couched in modern 
terms, of how and why trade takes place. The level of discourse seems to 
require only the background of a course in Principles. A substantive weakness 
appears to be the lack of incorporation of any of Frank Graham’s criticism 
of the classical analysis, and the author’s own choice of the classical model 
that gives emphasis to demand in the determination of the terms of trade. 
A possible teaching problem may arise when students try to understand capital 
movements (Ch. 5 and 6) before they have read about the balance of 
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payments (Ch. 7 and 8). 

In Part II, the problem of international disequilibrium is presented in 
terms of exchange-rate and balance-of-payments disequilibrium. The com- 
plexity of the problem is illustrated by a chapter on the dollar shortage. The 
discussion of exchange rates and the balance of payments shows imagination 
and good organization. The presentation of the current supply of a country’s 
foreign exchange as depending upon the foreign demand for that country’s 
currency can be a very confusing device unless the instructor is willing to spend 
an inordinate amount of time explaining the device itself. The discussion of 
exchange rates is not couched in the usual framework of slavish devotion to 
categories of monetary standards, but rather emphasis is placed on the most 
important factors in exchange rate determination under different standards and 
at different times. 

Part III, which deals with the process of balance-of-payments adjustment, 
is almost uniformly good in facilitating student understanding of complicated 
ideas. In Part IV, on public and private barriers to trade, the theory of tariffs 
receives especiaily good and refreshing treatment. In many texts, economic 
analysis seems to drop to a lower level when tariffs are discussed, but not 
so here. 

Part V presents the requirements, problems, and organizations in interna- 
tional economic cooperation. The basic conflict between domestic stability 
and free international trade serves as a basis for discussing the likelihood 
that the international organizations will be able to achieve a reconciliation. 
The book ends with a chapter on the role of the United States in the world 
economy. 

The author has attempted to make his presentation meaningful to the 
student by including historical or current problem material in every chapter 
or in contiguous chapters to illustrate his theoretical points. In this he has had 
better than usual success. The result gives greater unity than does the injec- 
tion of too much history for its own sake, or the separation of problem 
material into a section remote from the treatment of theory. In his selection 
of problems to be covered, the author has shown restraint and good judgment. 
The text is not loaded with separate chapters on matters which are pertinent 
only to small parts of the major argument. Cartels and combinations, European 
economic recovery, dollar shortage, and problems of international economic 
cooperation are given emphasis. 

Although the book is designed for use in a course for which only a course 
in the principles of economics is a prerequisite, the student will find that 
money and banking will also be helpful in understanding the adjustment 
process. The book is designed for what is probably the highest level course in 
its field in which a multisubject textbook should be used. It certainly is not 
designed, without considerable supplementation, for courses that include 
graduate students. Altogether this book seems to be a very good teaching 
adjunct. 

SAMUEL E. BRADEN 

Indiana University 
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Marketing Channels for Manufactured Products. Edited by RicHarp M. 
CLewettT. (Homewood, Illinois: Richard D. Irwin, Inc. 1954. Pp. xviii, 
518. $6.00.) 

This collection of essays written by businessmen, market consultants and 
university professors and edited by Richard M. Clewett for the American 
Marketing Association, gives students of our economy a chance to study chan- 
nels of distribution in considerable detail. The volume is divided into three 
parts with the material “arranged so that the reader moves from the general to 
the specific.” 

In Part I the first chapter brings out, among other things, the conceptual 
notion of assortments and relates this concept to the determination of chan- 
nels. Households possess assortments of goods which have to be replenished 
and, when possible, added to. The assortment of goods (plus an assortment of 
service), is, in fact, their standard of living. This assortment is based on use 
(utility to the household). However, at other steps in the channel of distribu- 
tion, i.e., at the retail and wholesale level (as well as at the manufacturing 
level), the assortments are based on technological considerations and econ- 
omies of scale. The fact that the assortments are different at different levels 
in the marketing mechanism of the economy is generalized as the concept of 
the “discrepancy of assortments.” One of the chief justifications for the use of 
middlemen and channel specialization rests on the economies inherent in spe- 
cialized assortments. 

The remaining two chapters of Part I trace the history of marketing and 
marketing channels from colonial times up to and including the “rack jobber” 
of today’s supermarket operations. The impact of the increase in and urbani- 
zation of population, the advent of the automobile and better transportation, 
improved communications, and the like, are linked to the rise of large-scale re- 
tailing, mail-order distribution, chain store development and the consequent 
impact on the channels of distribution. 

Part II is concerned with the analysis of twelve specific product categories: 
automobiles, automotive tires, canned foods, frozen foods, household washing 
machines, meat and related products, men’s suits, petroleum products, shoes, 
steel, textiles, and women’s apparel. In general, the authors demonstrate that 
the channel of distribution is dictated by the economic environment surround- 
ing the particular products, such as the structure of the industry from which 
the product comes, the characteristics of the product itself, and the kinds of 
buyers and the nature of their demands. The determination of channels is by 
no means limited to the above considerations. As is amply pointed out, the size 
of order (shoes), the pull of a nationally known private brand (washing 
machines), the degree of integration in the industry (petroleum), and a host 
of other considerations all play their part in the determination of specific 
channels. 

To the empirically minded this section of the book will be the most interest- 
ing. Some of the essays amount to miniature industry studies; others are con- 
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fined narrowly to the channels of distribution involved. The uneven treatment 
is not in itself of great consequence. However, descriptive detail given without 
a clear demonstration of the manner in which the situations described bear 
upon the determination of the channel of distribution puts a burden on the 
reader which should have been assumed by the author. 

The opening chapter of Part III sets forth the various patterns of distribu- 
tion (widespread, selective, exclusive) and describes the many institutional 
types which comprise the “links” in the various channels. The second essay 
analyzes the changing needs of the firm, i.e., new products require channels 
different from the old, some channels provide promotional impetus while others 
are geared to fill only existing demands, etc. Several excellent case studies are 
offered. 

The next two chapters deal with the selection of channels from the point of 
view of sales analysis and distribution cost studies. The former is based on an 
American Marketing Association study done in conjunction with the National 
Association of Manufacturers; the latter is based on studies made by the 
author of this chapter for the U. S. Department of Commerce. 

The impact of federal legislation on the course of distribution is set forth 
in the concluding essay. The restrictive effect (as far as the use of channels is 
concerned) of the Fair Trade laws, the Robinson-Patman Act, the Clayton Act, 
and so forth, are readily understandable. This reviewer feels that in this chap- 
ter too much space was devoted to the content of these laws rather than 
to the impact of these laws in determining the channel of distribution. 

This book should be of considerable value to those interested in the work- 
ings of the market place, particularly to those who devote the major share of 
their attention to price and/or product competition. Oftentimes the competition 
that hurts most is not the competition one firm gives another nor the competi- 
tion one product gives another product, but rather, for example, the competi- 
tion the chain store system of distribution gives the independent single store 
system of distribution or the competition the private brand gives a national 
brand. In such situations the institution in question or the brand product in 
question is quite likely to be merely the terminal point in a new or different 
channel of distribution; and it is to a large extent the method or channel of 
distribution used in getting the product to the final user that is the heart of the 
matter. 

Perry BLIss 

University of Buffalo 


Industrial Organization; Public Regulation of Business 


Federal Antitrust Laws. Lectures delivered at the University of Michigan 
Law School, June 17-June 19, 1953. Edited by S. CHESTERFIELD 
OPPENHEIM. (Ann Arbor: University of Michigan Press. 1953. Pp. 321. 
$7.00.) 

In the summer of 1953 the University of Michigan Law School held a 
three-day conference on the antitrust laws. As is customary in such gatherings, 
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the participants were primarily lawyers in private practice with a limited 
admixture of other persons. Special interest attached to the proceedings, 
however, because the chairman, S. Chesterfield Oppenheim, had recently been 
appointed by the new national administration as head of a committee to 
review the antitrust laws and report recommendations for change. Moreover, 
those who delivered papers included the chairman of the American Bar 
Association’s Committee on the Sherman Act, the chairman of the Chicago 
Bar Association’s Committee on Antitrust Law, the chairman of the Federal 
Trade Commission, two former heads of the Antitrust Division of the Depart- 
ment of Justice, and four high officials of the two law-enforcement agencies. 

Though the timing and chairmanship of the conference might have been 
expected to call forth a sustained discussion of proposals as to policy, such a 
focus is evident only in three papers concerned with proposals to “expand” 
the application of the rule of reason and in a paper by the recently appointd 
chairman of the Federal Trade Commission. The other 19 papers do not differ 
in tone and content from those customarily delivered in antitrust symposia. 
They deal with several distinct subjects: the tests of monopoly employed in 
recent judicial decisions, the relation between patent rights and the antitrust 
laws, the application of the Sherman Act to manufacture abroad, various 
aspects of the law of price discrimination, the incipiency doctrine under the 
Federal Trade Commission Act, the status of state resale price maintenance 
laws under the McGuire amendment to the Federal Trade Commission Act, 
the bearing of the antitrust laws upon the conduct of trade associations, and 
certain procedural problems encountered by private attorneys and law- 
enforcement agencies in the investigation and trial of antitrust cases. With 
such a range of subject matter, there was no opportunity to treat any one 
subject thoroughly; and with so many authors, there was naturally a con- 
siderable variation in the quality of the treatment. 

The three papers on the rule of reason are disappointing. Two, by attorneys 
in private practice (one of whom was formerly general counsel of the Na- 
tional Recovery Administration), propose sweeping but vague relaxations 
of antitrust policy for reasons which are insufficiently set forth. The third, 
by a private attorney who formerly had charge of the Antitrust Division of 
the Department of Justice, insists that the existing law is satisfactory. 

Though the three papers do little to clarify the issues, the problem under- 
lying them is actually the stormiest in antitrust policy. It springs from the 
fact that large diversified business enterprises sometimes possess a limited 
but substantial power to restrain trade and sometimes use it decorously but 
effectively; and that such cxierpiises may be able to harmonize their activities 
by means thar fall short of explicit agreement. Law-enforcement agencies 
contend that the public probiems thus created are like those traditionally 
created by monopolies and agreements in restraint of trade and that the 
practices which produce these problems are sophisticated versions of old 
offenses. The managers of large enterprises and their lawyers insist that the 
problems either do not exist or are substantially different from the traditional 
antitrust problems, an‘1 that an effort to apply the antitrust laws to them 
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means, in practice, an attempt to outlaw activities that are inherent in large 
business enterprise. The enforcement agencies have persuaded the courts to 
condemn some of the practices in this twilight zone, and, though their success 
has been only partial, appear to be willing to rely upon judicial decision, 
case by case, to cope with the issues that remain unsettled. Alarmed at the 
trend of the decisions, many of the spokesmen for large enterprises desire 
to alter the statute law. From time to time, some of them have proposed that 
the law be amended or interpreted by Congressional resolution, (a) to make 
the law of conspiracy less effective against loose or tacit agreements, or (b) 
to give a government official authority to approve arrangements that might 
otherwise be unlawful, or (c) to modify the present principle of the law, 
which is that competition may not be substantially restricted, by providing 
that such restriction is forbidden only if the government can prove that its 
economic consequences would be objectionable. The suggestion that the use 
of the rule of reason be “expanded” is one version of the third proposal. Thus 
far all such suggestions have been weakened by the fact that their full effect 
is difficult to predict. Some of them might nullify more of the antitrust laws 
than the proponents desire; others might actually enlarge the opportunities 
for government to intervene in the activities of large enterprises. 

The problem is a continuing one. There is little chance that the new 
forms of business power will be allowed to exist uncurbed nor that as the 
curbs develop the antitrust laws will remain unmodified, whether by judicial 
interpretation or by Congressional action. The interaction between the law 
and big business will involve recurrent controversy. It is to be hoped that a 
more thorough economic and legal analysis will narrow the disputes and 
focus them sharply upon the significant issues. 

The specialist in antitrust problems will find many of the remaining papers 
interesting for their technically informed comments upon recent cases and 
for their exposition of current opinion among lawyers as to antitrust law 
and policy. To the less specialized economist, some of the papers will be 
valuable, particularly Clare Griffin’s discussion of economic objectives and 
antitrust policy and Kenneth Carlson’s illuminating comment upon tests and 
evidences of monopoly under the Sherman Act. 

But caveat legitor is the proper warning for the nonspecialized economist 
who reads most of the legal papers. Though such discourses, being addressed 
to a skilled professional audience, are devoid of deliberate claptrap, they are 
full of pitfalls for the inexpert. The professional bias of a practicing attorney 
tends toward controversial interpretations of law. A lawyer employed by a 
law enforcement agency is usually concerned to establish his agency’s authority 
to proceed against conduct not yet condemned by the courts, and thus has 
an incentive to interpret his defeats narrowly and his victories broadly. The 
function of a lawyer in private practice is largely to forecast the decisions 
of courts as to conduct not yet before them, by examining the implications of 
statements they have made in deciding similar but not wholly analogous 
cases. In these forecasts the private attorney is likely to interpret the law 
adversely to the interest of his clients; for it is safer to warn against what 
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might not actually be condemned than to expose a client to condemnation for 
what he has been told was lawful. In interpreting court decisions, therefore, 
both public and private lawyers often suggest that activities declared to be 
unlawful in a particular setting would be held unlawful under other circum- 
stances also, and that language used by a court in discussing these activities 
can be taken out of context and applied as a statement of general principle. 
Thus nearly every antitrust symposium contains frightening (or heartening) 
assertions that new ranges of business conduct have been or are about to be 
forbidden by the courts. Assertions of this kind are persuasively supported by 
brief quotations from complicated judicial opinions and brief summaries of the 
complex facts of the cases that have been decided. The legal audience, being 
familiar with the underlying materials, is usually able to decide for itself 
whether it prefers a different interpretation of the facts and the legal judg- 
ments. The general reader has no such protection unless he finds the same 
cases conflictingly described in different papers; and in that event he has 
no basis for choice between the rival interpretations. He is likely to bring 
away from his reading a distorted picture of the applicable law. 
Corwin D. EpwaArps 
University of Virginia 


Report of the Federal Trade Commission on Changes in Concentration in 
Manufacturing 1935 to 1947 and 1950. (Washington: Supt. Docs. 1954. 


Pp. 153. 45¢.) 

Any discussion of the performance and prospects of American capitalism 
inevitably turns to the question of the trend in concentration. While in the 
1930’s increasing concentration and the “decline of competition” were the 
dominant theme, the assumptions and logic underlying these ideas have 
been attacked in the postwar period, and publicity has been given to investi- 
gations which suggest that there may not have been any over-all increase in 
concentration in the United States since about the turn of the century. 

The heat of debate on this important issue has been aggravated by the 
lamentable shortage of information. Serious investigators therefore welcome 
any study which promises to bring more light. The report of the Federal 
Trade Commission is such a study. 

The Commission’s findings regarding the general trend in concentration 
may be summarized as follows: 

1. For manufacturing as a whole, the largest 5, 50, 100, and 200 firms 
account for a very slightly higher percentage of the value of output in 1950 
than in 1935 (p. 17). However a comparison of 1950 with 1937, which is 
made for the largest 50 firms only, shows a slight decrease (called an 
“apparent decrease”’) in concentration (p. 21, fn. 30). 

2. Of 30 industries in which concentration of employment in the largest 
4 firms is measured for both 1935 and 1950, 14 show an increase, 12 a decrease, 
and 4 no change (p. 24). Most of the changes are small and since the 1950 
figure is an estimate, there are many cases in which the true direction of change 
is not certain. 
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3. Of 114 industries for which concentration of the value of output in the 
largest 4 firms is measured for both 1935 and 1947, 45 show an increase, 60 a 
decrease and 9 no change. Most of the changes are small (compiled from 
Appendix E). 

While the data for 1935 and 1947 have appeared in previous government 
publications those for 1950 are new. 

To the reviewer the above picture conveys the impression that the general 
level of concentration has changed very little between the middle ’thirties 
and the postwar period, and that the direction of change is uncertain. This 
does not seem to be the Federal Trade Commission’s interpretation of its 
findings. While there is no summary like the above in the report, and no 
general statement about the trend, there are numerous indications that the 
authors attach significance to those pieces of the evidence that suggest a 
rising trend of concentration. For example, there is an extended discussion of 
the “increase in overall concentration” shown by the data for the largest 
200, 100, 50, and 5 manufacturing firms (p. 16 ff). It is implied, though 
not stated (p. 19) that this represents the “long term trend in concentration” 
and footnotes point out that “the ratios are believed to represent a conserva- 
tive statement of the increase in concentration.” The press release issued in 
connection with the report emphasizes the increase in concentration. 

The reader using these data will of course bear in mind that two terminal 
points do not make a trend, particularly when the change is small and (ac- 
cording to the scanty evidence based on 1937 figures, p. 21) well within the 
range of year-to-year fluctuations, the figures are subject to errors of estimation 
(at least for 1950), and only a few of the many possible measures of con- 
centration have been tried out. 

The really remarkable finding that should have been emphasized and that 
emerges also from other studies for this period, is the stability of the degree 
of concentration at a time when total output and the number of firms were 
rising very rapidly. Under these conditions the stability of concentration 
implies a significant increase in the degree of inequality of firm-size. The 200 
largest manufacturing firms, which accounted for 38 per cent of output in 
1937 and 41 per cent in 1950, constituted one-tenth of one per cent of all 
manufacturing firms in 1935 and only seven-hundredths of one per cent in 
1950. It is of interest that this increase in the inequality of firm-size took 
place in a period when, according to recent studies, there was a significant 
decrease in the inequality of personal incomes. 

The presentation of data on concentration in 1935, 1947, and 1950 is 
followed by a discussion of the “association of certain variables with changes 
in concentration.” There is, first, a cross-section study in which changes in 
concentration are examined in relation to changes in other variables. Next, 
there are 12 case studies of industries with particularly large changes (positive 
or negative) in concentration. 

The reader who wants to know why these relations are studied is told 
explicitly both that “the study is mot concerned with the effects of concentra- 
tion” (p. 1) and that “no attempt is made . . . to determine any causal 
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relationships” (p. 50). The reviewer, nevertheless believes that the causes 
of concentration are what the authors have in mind. 

The cross-section study is based on scatter diagrams in which the change 
in concentration between 1935 and 1947 is plotted against the 1947 to 1935 
ratio of (1) number of plants, (2) real output, and (3) plant concentration. 
Moderate correlations in the direction that is to be expected are tound in 
all cases. Since, however, more searching methods of analysis are not used 
and no hypotheses are formulated, there is no indication of the extent to 
which these three variables represent independent causes of change in con- 
centration, and what these causes are (nor is it clear why these particular 
variables should be chosen rather than others). The reviewer would suspect, 
for example, that a change in real output influences concentration only via 
a change in the number of firms. This assumption could be tested by using 
the number of plants as a rough indicator of the number of firms. While a 
thorough test is time-consuming, the following brief one tends to confirm 
the suspicion: There are 22 industries in which the number of plants 
decreases (Appendix E), and of these only 3 show a decline in concentration 
_ (in the leading 8 firms). In this group of 22 industries the rank correlation 
between change in real output (giving the greatest increase in concentration 
and smallest rise in real output the rank 1) is —0.07. Thus there appears to 
be no correlation between real output and concentration within a group that 
is relatively homogeneous with respect to change in number of plants. The 
report, however, presents the conclusion that “a rapid expansion in output, 
particularly if it takes the form of a marked increase in the number of 
plants, tends to be associated with decreasing concentration” (p. 57). This 
conclusion is not justified by the analysis unless “particularly” means “only.” 

The study shows that while the change in firm concentration is correlated 
with the change in plant concentration, there is an appreciable proportion of 
industries in which firm concentration increased although plant concentration 
decreased. In this group, as the report points out “factors in addition to 
changes in technology affecting plant size have been at work” (p. 61). 

The reader who turns to the case studies hoping to learn something of 
these factors is likely to be disappointed. The case studies contain much 
interesting material including some indication of factors making for changes 
in concentration. They take the form however of an enumeration of miscel- 
laneous information with little attempt at relating it to the changes in 
concentration and, where such attempts are made, no investigation of the 
relative importance of different factors. 

Frequently such analysis as can be found in the report is not well thought 
out. For example, there is a detailed discussion of the cases where employment 
and output concentration do or do not move together without stated purpose 
and without apparent conclusion (p. 26). In the discussion on window 
shades the category of buyers “with limited means whose choice is restricted 
to the less expensive window shades regardless of preference” is distinguished 
from the group who “prefer venetian blinds but buy window shades because 
of the price differential.” 
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The report does have the considerable merit of setting out in detail the 
methods and problems involved in obtaining economically significant measures 
of concentration. For example, the fact that an “industry” as defined for 
statistical purposes can frequently not be regarded as coinciding with a 
market means that concentration of an “industry’s” output is often not 
relevant to problems of market power. Like other studies the report deals 
with this problem by eliminating industries that do not meet certain rough 
tests of economic homogeneity and inclusiveness. For these tests the Federal 
Trade Commission has, however, apparently accepted the “product” defini- 
tions of the Census of Manufactures, although there is really little more reason 
for accepting these than there is for accepting the Census industry definitions. 
For example, beet sugar and cane sugar are included in the Federal Trade 
Commission Study as separate industries although they are completely 
substitutable in use. 

The Federal Trade Commission has compiled data, some of it new, in a 
very useful form. The discussion of methods and problems will be welcomed 
by readers with a specialized interest in this field, and the case studies also 
contain interesting material. 

GIDEON ROSENBLUTH 

Queen’s University 


Public Utilities; Transportation; Communications 


Operating Rights of Motor Carriers (Interstate Commerce Commission Policy 
Regarding Property Carriers). By CHartes A. Tarr. (Dubuque: Wm. C. 
Brown Co. 1953. Pp. xi, 251. $4.00.) 


How the Interstate Commerce Commission has used its power under the 
Motor Carrier Act of 1935 to control participation in freight transport by 
highway is the theme of Professor Taff’s book. Following some introductory 
description of the motor-freight industry and of Commission processes and 
authority, the main analysis explains the issues faced by the Commission and 
its handling of them as disclosed in some 425 cases selected from the now 
numerous volumes of motor-carrier reports. The book aims primarily to 
supply needed information to present and prospective operators and their 
attorneys, and to provide supplementary text material for courses on motor 
transportation and public regulation. 

The problem of “operating rights” is mainly one of applying appropriate 
standards in certifying common and contract carriers in regular and irregular 
route movements, scheduled and nonscheduled, and with various specializa- 
tions in products carried and services performed. The licensing of brokers 
who solicit business and arrange back-hauls and other kinds of service is also 
discussed. Many of the certification issues are merely matters of defining 
categories, distinguishing common and contract carrier service, for-hire service 
and trucking incidental to other business, regulated and exempt operations 
such as the carriage of farm crops, interstate and intrastate movements. 
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Borderline situations are endless, and always the applicable control depends 
on determining the relevant category and on keeping the carrier in it—not an 
easy matter in an industry whose virtue is often said to lie in its flexibility. 

Substantively the problem of certification is one of judging adequacy of 
service, the “public convenience and necessity” of whatever is proposed. 
Basically the theory of regulation as it evolved in the case of railroads and 
local utilities is one of protection against unavoidable monopoly, with empha- 
sis mainly on rates. But motor-carrier regulation rests mainly on a theory 
of protection against excessive competition, and its concern is largely with 
entry and expansion. The Commission declares that competition is necessary 
to progress, that no carrier is entitled to protection from it, and in particular 
it undertakes to keep the railroads from gobbling up highway competitors; 
but its job is to enforce a statute which denies the ability of markets to control 
capacity properly in this industry, eliminating unneeded and inferior services 
and preserving general health. Free entry is deemed upsetting and destructive; 
and the Commission’s task is to reconcile these conflicting values. 

Taff sticks to his knitting, avoiding philosophic digression, and with 
reasonable clarity and completeness, and fuliness of citation, tells how the 
Commission applies this policy. He does not use his findings, as well he 
might, to re-examine the theory of it or discuss its evident significance in the 
development of public control of business. One may still wonder how fully 
the characteristics of motor transport per se dictate so extensive a control, 
or how much it arises from pressure to harness trucking because railroads are 
harnessed, or contract carriers because common carriers are, or whether it 
reflects the more general distrust of competition that generated N.R.A. codes, 
resale price maintenance, and farm price adjustment. A quarter-century ago 
this reviewer surmised that, for anywhere-for-hire carriers at least, certifica- 
tion would resemble the licensing of grocery stores. Now we have such control ; 
and to give effect to administratively determined public need, carriers must 
often be cramped into uncomfortable and doubtfully economic categories. At 
the same time a certain stabilization results—a stabilization for which other 
candidates may easily be found in the broad area of market-guided enterprise. 

SHOREY PETERSON 
University of Michigan 


The Gulf, Mobile and Ohio: A Railroad that Had to Expand or Expire. 
By James H. Lemry. (Homewood, Ill.: Richard D. Irwin, Inc. 1953. Pp. 
viii, 347. $6.65.) 

The Gulf, Mobile and Ohio is a recent addition to our mainline railways, 
and it is the success of this road which Professor Lemly has chosen to describe 
and analyze. Conceding that the circumstances surrounding the development 
and consolidation of this road may be unique, the author has sought to 
determine the factors which explain the success of the G. M. & O. and leaves 


*“Motor-carrier Regulation and its Economic Bases,” Quart. Jour. Econ., Aug. 1929, 
XLII, 604-47. 
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it to others working on railroad problems to judge if comparable situations are 
to be found. 

Most of the volume (Parts I to III) is devoted to a history of the transition 
of a group of short-line southern railroads into a major Midwest-to-Gulf route 
in highly competitive territory during the period 1920 to date. This transition 
was a remarkable managerial achievement considering the history of most 
railroads and of consolidation during the same period. Despite the immense 
amount of necessary detail, the exposition is interesting and easy to follow. 

Corporate and financial policies of the board of directors were expansionist 
from the beginning, but in his analysis of the growth of the G. M. & O. (Part 
IV), Lemly places greatest emphasis on the quality and continuity of execu- 
tive direction. Special praise is given to executive policies affecting public and 
labor relations, operations, and traffic development. Other factors considered 
by the author to have been of major importance include: ‘“‘a splendid group 
of workers”; influence of other railroads (especially the Illinois Central and 
the Burlington); the role of government agencies (particularly the Interstate 
Commerce Commission, Reconstruction Finance Corporation, and _ state 
commissions); availability of complementary lines; and finally, of course, 
economic development of the territory through which the G. M. & O. operates. 
With respect to the role of government in this case, the author makes clear, 
but does not attempt to resolve, the controversies concerning the efficacy and 
economic wisdom of government policies favoring “weak” lines. 

Histories of small predecessor roads (Part V) are often difficult to find, 
and their inclusion here should be helpful to economic historians and for 
reference purposes. 

Lemly was fortunate in having available to him all the records of the 
G. M. & O. for his unrestricted and unsupervised use, and the result of his 
case study is a valuable contribution to the history of American railroads 
and of business enterprise which should be of interest to general readers as 
well as to those interested in transportation. 

S. L. MILter, Jr. 

Wharton School, University of Pennsylvania 


Land Economics; Agricultural Economics; Economic Geography 


The Flood Control Controversy—Big Dams, Little Dams, and Land Manage- 
ment. By Luna B. LEopotp and THomas Mappock, Jr. (New York: 
Ronald Press. 1954. Pp. xiii, 278. $5.00.) 


Flood control in the United States is big business in more than one sense. 
This timely and well-organized book written by two hydraulic engineers for 
a broad audience is sponsored by The Conservation Foundation. For the lay 
reader, it provides a useful introduction to some complex problems of public 
resource development. 

The best portions of the book are those dealing with the hydrologic analysis. 
The possibilities and limitations of engineering structures and land manage- 
ment and the need for better physical data are well developed. As a matter of 
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emphasis, a more thorough discussion of the frequencies of floods of various 
magnitudes and a more detailed appraisal of the statistical problems en- 
countered in ascertaining their probabilities would have been desirable. These 
problems are basic for economic evaluation. 

In the comparative discussion of upstream and downstream programs, 
there is conscientious striving for impartiality. The authors avoid taking 
sides between the programs of the Department of Agriculture and the Corps 
of Engineers (the important program of the Department of the Interior is 
not discussed). Both programs are criticized. Still, that of the Department 
of Agriculture comes in for especially severe criticism. This criticism is based 
partly on the hydrologic analysis but largely on the economic and institu- 
tional implications. In this latter area, the book is not nearly so strong. Yet, 
at least to this reviewer, the most crucial problems of flood control are located 
in this area. 

The authors regard “big dams” (built by the Corps of Engineers) versus 
“little dams” (built by the Department of Agriculture) as the heart of the 
flood-control controversy. It may be submitted that this is only one of the 
important issues and probably not the outstanding one. In stressing this issue, 
the authors do not seem aware that their views on the hydrologic possibilities 
and limitations of flood control are widely shared. Some readers may find the 
allusions to the ignorance of the public a little superabundant. 

Among men of professional competence and good will, there is agreement 
that “little dams” and land management are ineffective in protecting the flood 
plain along the main stem against infrequent “major” floods. It is also 
generally accepted that, in the upstream program, flood-control benefits—if 
narrowly defined—are joint products with other quantitatively more impor- 
tant benefits. 

But how relevant are these facts with respect to the economics of down- 
Stream protection against a “maximum,” “100-200 year,” or “ design” flood 
relative to the economics of upstream control of smaller but more frequent 
floods? It is possible that institutional arrangements can be so designed that 
even a modern industrial economy can “live with” major floods In addition 
to a well-developed flood-warning system and flood-plain zoning, flood-damage 
insurance and public flood-damage relief would seem economic alternatives 
to protection against major floods in some important sections of the country. 

Should the Department of Agriculture be criticized because it tries to 
interpret the various Flood Control Acts in such a way that the economies of 
joint production are secured for measures which affect “minor” floods? It 
would seem that the need for integration in the existing uncoordinated legis- 
lation concerning public resource development is a more critical issue. 

The authors reject benefit-cost ratios as a basis for selecting projects. They 
propose as basis the degree to which local beneficiaries will pay a portion 
of the costs. This reviewer shares the authors’ skepticism with respect to the 
present use of benefit-cost ratios. He is also in favor of a much greater partici- 
pation of beneficiaries in the costs of a project. However, the willingness of 
beneficiaries to bear a portion of costs is influenced by a variety of deep-rooted 
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social institutions which govern repayment. In addition, the practical problems 
of assessing and collecting repayment are serious with respect to several 
important types of benefits. 

The degree of participation of local beneficiaries in the costs of a project 
is no substitute for benefit-cost analysis as basis for project selection and 
financing. How can this degree be ascertained and made a dependable obliga- 
tion without prior thorough benefit-cost analysis? Far from eliminating the 
need for such an analysis, a greater degree of local financial participation 
requires tightening of present analytical methods, both with respect to 
theoretical soundness and to realism in practical application. The book under 
review offers no suggestions for such reform in benefit-cost analysis. 

Since the authors make no positive contribution to a socio-economic analysis 
of flood control, it appears unfortunate that they conclude their work with 
some unsubstantiated attacks against the multiple-purpose approach and 
against federal participation in resources development. Statements such as 
“basin planning and the multiple-purpose approach to water resource de- 
velopment is rapidly becoming a hydra-headed monster under whose weight 
the whole federal program may collapse” (p. 245) appear more related to 
political oratory than to the worth-while objectives which the authors have 
set themselves—and which they pursue successfully through most of their 
work. 

S. V. Crrtacy-WANTRUP 


University of California 


Labor 


Power in Trade Unions. By V. L. ALLEN. (New York and London: Longmans, 
Green, 1954. Pp. 323. $5.00.) 

The fundamental problem of combining popular control with administrative 
efficiency in trade unions has in recent years increasingly occupied the attention 
of students of the labor movement on both sides of the Atlantic. So often cited 
for a long-established and well-led trade union movement, Great Britain has 
produced suprisingly few published studies of trade union government since the 
Webbs’ Industry Democracy in 1897. In view of substantial trade union adap- 
tations to changed industrial conditions, Victor Allen, a lecturer in the exten- 
sion division of Oxford University, has provided a significant and timely analy- 
sis of national union government and leadership in Great Britain. 

Mr. Allen, who is a member of the Union of Building Trade Workers as well 
as a teacher in adult education working primarily with rank and file union 
members, is uniquely qualified to relate his research to firsthand experience. 
The organization of the book reveals a successful combination of the theoreti- 
cal and practical approaches. Part I, “Trade Unions and the Democratic Prin- 
ciple,” contains working definitions, comments on administration with respect 
to discipline and restraints on authority, and some negative conclusions on 
compulsory unionism. Part II, the “Delegation of Power,” is based on a critical 
analysis of 127 written union constitutions representing 98.8 per cent of the 
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affiliated membership of the Trades Union Congress. Policy-making, the 
powers and functions of executive bodies, and the character of national leader- 
ship are treated with insight and fairness. Three valuable appendices include a 
lengthy case study of the development of a representative national convention 
of delegates of the woodworkers’ union, biographical data on the general secre- 
taries of 48 unions, and a discussion of trade-union voting methods. 

The issues raised in the first part of the book are equally pertinent for the 
United States despite our different institutional background. What is the basic 
function of a trade union? To what extent is membership participation, beyond 
mere consent, really significant? Are large unions simply bureaucracies without 
compensating advantages? Allen states his own position in a straightforward 
and scholarly fashion. For him “democracy is a system of government which 
enables individuals in a society to achieve freedom and provides the mechanism 
to safeguard that freedom.” Further, trade unions as “voluntary organizations” 
have arisen out of the conditions of the capitalist system and are “essential for 
the maintenance and extension of democracy.” 

However, Allen states quite clearly at the outset his opinion that “the end 
of trade union activity is to protect and improve the general living standards 
of its members and not to provide workers with an exercise in self-government.” 
His safeguard lies in voluntarism which compels union leaders to use a demo- 
cratic mechanism for government. Through the voluntary nature of trade 
unions, “self government can be put in its rightful place as a means to an end 
and not an end in itself.” This emphasis on “voluntary unionism” of course 
reveals a basic difference between American and British experience and trade 
union attitudes. 

The author gives British trade unions a reasonably clean bill of health, and 
seeks to counter “the impression one gets from casual observation ... that... 
a meagre number of rank-and-file members are active in trade-union govern- 
ment and they, along with officials, appear to have disproportionate power and 
responsibility.” He recognizes the mechanical administrative difficulties faced 
by large unions and properly questions attendance at local meetings as a major 
criterion of democracy. This suggests that Allen’s book is partly a reply to 
The Government of British Trade Unions published by Joseph Goldstein, an 
American scholar, in 1952. Goldstein made a detailed study of participation in 
a branch of the Transport and General Workers Union which caused quite a 
stir in the public press about apathy and lack of democracy in unions. It is 
interesting to note that the education director of that largest of British unions 
is credited in Allen’s preface for “constant encouragement and advice.” 

Allen certainly does not end the argument, nor has he tested the results of 
his analysis against the actual pattern of local practice, but he has provided 
sound insight into problems which will increasingly confront trade unions in 
the future. Although the facts presented on trade union constitutional practice 
will be less interesting to readers here, the book merits serious attention by 
American students of union administration. 


Harry STARK 
Rutgers University 
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Population; Social Welfare and Living Standards 


American Income and Its Use. By EvizABetH E,. Hoyt, MArcaret G. RE, 
JosepH L. McConneELL, and JANET M. Hooks. (New York: Harper & 
Bros. 1954. Pp. xxi, 362. $4.00.) 


This is the fourth book of a six-volume series on Ethics and Economic 
Life, begun under the auspices of the Federal Council of Churches.* The series 
is intended to meet the need for a more careful and realistic investigation 
than heretofore undertaken of economic life and its relation to spiritual and 
moral values in a Christian frame of reference. Authors of American Income 
and Its Use were left free to write as they wished (Foreword, pp. viii, ix), 
so that it is in no sense an official statement of the Council’s position. 

In the Introduction by Miss Hoyt the basic issue is stated—that raised by 
the abundance arising from a rapid secular growth of income. Of the two 
main problems associated with our high and rising income, its distribution 
and its use in terms of welfare, Miss Hoyt regards the second as more difficult 
to solve. 

Though well written and expressing many excellent ideas, Miss Hoyt’s dis- 
cussion of the ethics of consumption (Part I) fell short of the reviewer’s ex- 
pectations. Recent literature on the economics of welfare is not used, and in 
general her discussion is not directly and specifically related to the data and 
issues bearing on the distribution and use of income mainly presented in 
Parts II and III. Of five chapters on ethics, the second, on technology, and 
the fifth, a case study of an American family illustrating the wise and ethical 
use of income, are excellently done. Hoyt’s chapter on philanthropy (Ch. 4) 
is good, but surprisingly does not even mention the Community Chest and 
United Crusade, and gives scant consideration to the relation of private 
philanthropy to the social security program. The discussion of intelligent 
choice of resources and consumption goods to maximize satisfactions (Ch. 1) 
is so highly generalized as to limit its usefulness. 

Miss Reid’s discussion of the economics of income distribution and con- 
sumption in Part II is an excellent summary statement of current thought 
on these subjects. Materials presented are extensive in coverage, discriminat- 
ingly chosen, usually qualified as to their limitations, and well organized and 
documented. The statistical tables in Appendix 2, and the City Worker’s 
Budget in Appendix 1 provide useful supplements. 

However, there are a few critical comments which should be made. Turn- 
ing first to the discussion of income distribution and its changes in Chapters 
7 and 8, it seems to the reviewer that a brief explanation of the causes of 
income inequality is needed. Moreover, Miss Reid’s conclusion (pp. 132-34) 


*This organization was merged in 1951 with the National Council of Churches of 
Christ. Volumes published are: in 1953, A. Dudley Ward, ed., Goals of Economic Life; 
K. E. Boulding, The Organizational Revolution; H. R. Bowen, Social Responsibilities of 
Business Men; in 1954, H. R. Bowen, John C. Bennett, William Adams Brown, and 
G. Bromley Oxnam, Christian Values and Economic Life. To be published is A. Dudley 
Ward, Stanley Leavy, and Lawrence Freedman, The American Economy and the Lives 
of People. 
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that there is a trend toward increasing equality of incomes should have been 
more carefully qualified, in view of the shortcomings of existing evidence on 
this subject. In her chapter on consumption and welfare Miss Reid does not 
define welfare. From the context it appears that she thinks of welfare as 
being related to the level of consumption. This view may be correct yet one 
wonders if welfare in the sense of satisfactions, should not more appropriately 
be related to standards of consumption and of living, since these refer to 
what is considered desirable, as opposed to what is actually experienced. 
Though Miss Reid states that the definitions of Joseph S. Davis of levels and 
standards of consumption and living are to be used (p. 137), mortality and 
morbidity rates relate to the level of living, not consumption. Also, in Chapter 
10, “Standards and Costs of Living,” Miss Reid’s “social standards of liv- 
ing” are normative consumption standards in the Davis sense, not standards 
of living.” 

In the four chapters of Part III McConnell and Mrs. Hooks first examine 
attitudes toward dependency as they relate to changing family structure and 
functions produced by urbanization and industrialization. Dependency prob- 
lems arising from broken, large, and aged families, i.e., from “defects in fam- 
ily structure,” are next considered. Social provision for dependents through 
aid to dependent children, old age assistance, Old Age and Survivors Insurance, 
and other plans is then critically examined in terms of economic soundness 
and existing needs. On all of these subjects the authors have done a very 
competent job. It is regrettable, however, that they did not also consider de- 
pendency caused by sickness and unemployment. 

Muelder’s Commentary (Part V) is one of the most interesting parts of 
the book. He reviews the authors’ conclusions, and considers the ethical 
issues raised in terms of what may be described as his interpretation of Chris- 
tian ethics. The reviewer does not feel competent to pass judgment on the 
validity of Muelder’s interpretation of the Christian ethic as it applies to such 
subjects as maximizing satisfactions; the relation of rights to needs; living 
in an era of abundance; justice, equality and freedom as these relate to the 
distribution of income; and the “welfare state.”’ His section, “The Church 
And Consumer Education,” contains many useful suggestions to the churches 
on this subject. 

The criticisms made above are not intended to convey the impression that 
this is an inferior work. On the contrary, American Income and Its Use isa 
first-rate book. It accomplishes rather well its major purposes, and should 
prove useful and stimulating reading for both its church audience and pro- 
fessional economists. 

Roy C. Cave 
San Francisco State College 


*Cf. J. S. Davis, “Standards and Content of Living,’ Am. Econ. Rev., Mar. 1945, 
XXXV, 6. 
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law by H.R. 8300 as passed by the House and as amended by the Senate Committee 
on Finance. Compiled by the staffs of the Joint Committee on Internal Revenue 
Taxation and the Treasury Dept. (Washington: Supt. Docs. 1954.) 

The Internal Revenue Code of 1954. Hearings before the Senate Committee on Finance, 
83d Cong., 2nd sess. (Washington: Supt. Docs. 1954. 4 vols.) 
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Internal Revenue Code of 1954. Report of the Senate Committee on Finance, 83d Cong., 
2nd sess. (Washington: Supt. Docs. 1954. Pp. 628.) 

Overlapping taxes in the United States. Prepared by the Analysis Staff for the Com- 
mission on Intergovernmental Relations. (Washington: Treasury Dept. 1954. Pp. 144.) 

Payments in lieu of taxes to states or local taxing units. Hearings before the Subcommittee 
on Legislative Program of the Senate Committee on Government Operations, 83d 
Cong., 2nd sess., June 2-3, 1954. (Washington: Supt. Docs. 1954. Pp. 152.) 

Skatt pa personleg inntekt og midel (Tax on personal income and capital). (Oslo: Central 
Bur. Stat. 1954. Pp. 112.) A 

The author of these four articles is Leiv Vidvei. They are concerned with the effects 

of Norwegian taxes on income and capital upon personal income distribution and upon 
personal disposable income in that country. 

Taxes on incomes, inheritances, and gifts. Hearing before a subcommittee of the Senate 
Committee on the Judiciary, 83d Cong., 2nd sess., April 27, 1954. (Washington: Supt. 
Docs. 1954. Pp. 232.) 


International Economics 


Arey, H. History of operations and policies of Export-Import Bank of Washington. 
(Washington: Supt. Docs. 1953. Pp. 175.) 

Baape, F., editor. Die Weltwirtschaft 1954. Vol. I. (Kiel: Inst. fiir Weltwirtschaft, Univ. 
Kiel. 1954. Pp. 244.) 

Bonn, M. J. Whither Europe—union or partnership? (London: Cohen and West. 1952. 
Pp. 207. 15s.) 

Curti, M. and Birr, K. Prelude to Point Four: American technical missions overseas 
1838-1938. (Madison: Univ. of Wisconsin Press. 1954. Pp. xi, 284. $5.) 

Greaves, I. The colonial sterling balances. Essay in internat. fin. no. 20. (Princeton: 
Internat. Finance Sec., Princeton Univ. 1954. Pp. 21.) 

Jounson, D. G. Agricultural price policy and international trade. Essays in internat. 
fin. no. 19. (Princeton: Internat. Fin. Sec., Princeton Univ. 1954. Pp. 24.) 

MartInstetter, H. Internationale Bibliographie des Zollwesens. (Berlin: Industrie- 
Verlag Carlheinz Gehlsen Gmbh, vorm, Spaeth and Linde. 1954. Pp. viii, 189. $4.30.) 

MeapeE, J. E. Problems of economic union. (Chicago: Univ. Chicago Press. 1954. Pp. ix, 
102, $1.75.) 

Based on lectures delivered summer 1952 at the University of Chicago under the 
auspices of the Charles R. Walgreen Foundation for the Study of American Institutions. 

Patterson, G., Gunn, J. M., JR., and Swerptove, D. L. Survey of United States inter- 
national finance 1953. (Princeton: Princeton Univ. Press. 1954. Pp. xi, 317. $2.75.) 

“This survey’s objective is the limited one of presenting an accurate and orderly 
report of the international economic and financial activities and policies of the United 
States. The authors have refrained from introducing any analysis of their own on the 
various activities, but have attempted to order the record so as to bring out shifts in 
policy, progress toward stated goals, and, where they have existed, important conflicts 
and inconsistencies” (From the preface). 

Perroux, F. L’Europe sans rivages. (Paris: Presses Univ. de France. 1954. Pp. vii, 668.) 

Porak, J. J. An international economic system. (Chicago: Univ. of Chicago Press. 1954. 
Pp. 179. $4.75.) 

ScHAUMANN, K. Die schweizerischen Finanzforderungen im gebundenen Zahlungsverkehr 
mit dem Ausland. Handelswissenschaftliches Seminar, Univ. Zurich ser. (Zurich: 
Schulthess, 1954. Pp. xx, 185. Sw.Fr. 14.50.) 

Tuorp, W. L. Trade, aid, or what? A report based upon a conference on International 
Economic Policy at the Merrill Center for Economics, Summer 1953. (Baltimore: Johns 
Hopkins Press. 1954. Pp. xv, 224. $4.50.) 


| 


1008 THE AMERICAN ECONOMIC REVIEW 


WuuuMs, J. B. International trade under flexible exchange rates. (Amsterdam: North- 
Holland Pub. 1954. Pp. xiv, 332. $5.) 

Basic instruments and selected documents. 2nd suppl. U.N. GATT/1954-2. (New York: 
Columbia Univ. Press. 1954. Pp. 121. $1.50.) 

Customs Simplification Act of 1954. Hearings before the House Committee on Ways and 
Means, 83d Cong., 2nd sess. (Washington: Supt. Docs, 1954. Pp. 152.) 

East-West trade. Hearing before the Senate Committee on Foreign Relations, 83d Cong., 
2nd sess., on the Mutual Defense Assistance Control Act of 1951, April 9, 1954. 
(Washington: Supt. Docs. 1954. Pp. 38.) 

East-West trade trends. Mutual Defense Assistance Control Act of 1951 (the Battle 
Act), fourth report to Congress, second half of 1953. Prepared by the Foreign Opera- 
tions Admin. (Washington: Supt. Docs. 1954. Pp. 102.) 

The economic future of Europe. Prelim. papers of the 2nd Conference of Westminster 
1954 organized by the European Movement. (London: Andre Deutsch. 1954. Pp. 188. 
15s.) 

Eighth report of the International Labour Organisation to the United Nations. (Geneva: 
Internat. Lab. Office. 1954. Pp. v, 332. $2; 12 s.) 


Eleventh report of the German federal government on the progress of the Marshall Plan 
April 1, 1952-June 30, 1952. Prepared by the Federal Ministry for the Marshall Plan. 
(Washington: Mission of the Federal Republic of Germany to the FOA. 1952. Pp. 
110.) 


Europe: an examination of the post liberation problem of the position of Central and 
Eastern European nations in a free European community. Nine panel studies by experts 
from Central and Western Europe. (New York: Free Europe Committee. 1954. Pp. iv, 
146. $1.) 

The study was sponsored by the Free Europe Committee, and is concerned with: 
(a) existing or contemplated organizations of functional cooperation in Western Europe, 
(b) conditions under which the now captive countries could adhere to these organiza- 
tions, (c) changes which such adherence would entail in legal, economic and financial 
structures, and (d) advantages which such cooperation would create for the liberated 
countries as well as for the countries of Western Europe. The nine panels were re- 
spectively concerned with the following subjects: the Council of Europe, the Coal and 
Steel Community, European defense, power and energy, transport and telecommunica- 
tions, finance and trade, agricultural integration, public welfare, labor and social security. 

European program: local currency counterpart funds, data as of June 30, 1954. Prepared 
by the Stat. and Repts. Div. (Washington: Foreign Operations Admin. 1954. Pp. 18.) 

Export-Import Bank Act amendments of 1954. Hearings before the Senate Committee 
on Banking and Currency, 83d Cong., 2nd sess., June 14-17, 1954. (Washington: Supt. 
Docs. 1954. Pp. 124.) 

Far East programs: local currency counterpart funds, data as of June 30, 1954. Prepared 
by the Stat. and Repts. Div. (Washington: Foreign Operations Admin. 1954. Pp. 11.) 

International trade 1953. GATT/1954-3. (New York: Columbia Univ. Press. 1954. Pp. 
145, $1.50.) 

Lead and zinc industries. Report of the U. S. Tariff Commission on the investigation of 
the lead and sinc industries conducted under section 332 of the Tariff Act of 1930. 
(Washington : Supt. Docs. 1954. Pp. 356.) 

Message from the President of the United States transmitting a report of the National 
Advisory Council on International Monetary and Financial Problems, 83d Cong., 2nd 
sess. (Washington: Supt. Docs. 1954. Pp. 58.) 

The Mutual Security Act of 1954. Hearings before the House Committee on Foreign 
Affairs, 83d Cong., 2nd sess. (Washington: Supt. Docs. 1954. Pp. 1, 326.) 

The Mutual Security Act of 1954. Report of the Senate Committee on Foreign Relations, 
83d Cong., 2nd sess. (Washington: Supt. Docs, 1954. 2 pts.) 


' 


TITLES OF NEW BOOKS 1009 


Mutual Security Program. Message from the President of the United States transmitting 
the report on the Mutual Security program covering operations during the 6-month 
period ended June 30, 1954, 83d Cong., 2nd sess. (Washington: Supt. Docs, 1954. 
Pp. 63.) 

Reports on Escape-Clause Investigations under the provisions of section 7 of the Trade 
Agreements Extension Act of 1951: No. 24, Scissors and shears, and manicure and pedi- 
cure nippers, and parts thereof, pp. 30; No. 25, Groundfish fillets, 1954, pp. 52; No. 26, 
Watches, movements, and parts, pp. 46; No. 28, Straight pins; No. 29, Safety pins; see 
also Bicycles and parts report, pp. 20, and Hatter’s fur, first report of developments with 
regard to hatters’ fur since modification of the trade-agreement concession on February 9, 
1952. (Washington: Tariff Commission. 1954.) 


Review of international commodity problems 1953. Interim Co-ordinating Committee for 
International Commodity Arrangements. U.N. E/2578. (New York: Columbia Univ. 
Press, 1954. Pp. vii, 94. $1.) 


Rye and rye flour and rye meal. Report to the President under section 22 of the Agri- 
cultural Adjustment Act, as amended. (Washington: Tariff Commission. 1954. Pp. 25.) 


Summary of foreign aid, grants and credits, by program and by major country, July 1, 
1940, through December 31, 1951. Prepared by the Clearing Office For. Transactions, 
Off. Bus. Econ., Dept. Commerce. (Washington: Supt. Docs. 1954, Pp. 4.) 

Technical assistance. ?7th Internat. Labor Conference. (Geneva: Internat. Labor Office. 
1954. Pp. 100.) 


Twelfth, financial report of the German jederal government on the progress of the Marshall 
Plan for the period until June 30, 1952, and First and second report on the continua- 
tion af US economic aid (MSA) for the period from July 1, 1952 until December 31, 
1952. Prepared by the Federal Ministry for the Marshall Plan. (Washington: Mission 
of the Federal Republic of Germany to the FOA. 1953. Pp. 222.) 


United Nations Tin Conference 1950 and 1953. Summary of proceedings. U.N. pub. 1954. 
II.D.4. (New York: Columbia Univ. Press. 1954. Pp. v, 26. 30¢) 


Business Administration 


Bross, I. D. J. Design for decision. (New York: Macmillan. 1953. Pp. 276.) 


Criemens, J. H. Balance sheets and the lending banker: a new assignment of accounts 
and accounting ratios in relation to bank advances. 2nd ed., rev. (London: Europa. 
1954. Pp. 271. 20s.) 


Counen, A. H. Long term leases—problems of taxation, finances and accounting. Michigan 
bus. stud. X1(5). (Ann Arbor: Univ. of Michigan Press. 1954. Pp. 150.) 


Drucker, P. F. The practice of management. (New York: Harper. 1954. Pp. ix, 404. 
$5.) 

Henewt, O. Marketing aspects of housewives’ knowledge of goods. (Goteborg: Inst. 
for distributionsekonomisk och administratin forskning. 1953. Pp. 270.) 

This book presents the results of an empirical study of consumer’s knowledge about 
the properties of certain classes of consumer’s goods and the variables which determine 
this knowledge. A representative sample of approximately 300 Swedish housewives was 
studied by means of written tests for their knowledge of the nutritional qualities of 
different foods and the wearing qualities of different textile materials. An attempt was 
then made by correlation analysis to determine the relation between the resulting pattern 
of knowledge and selected socio-economic and psychological variables. The former 
variables include income of family, number of children, social class, etc., and the latter 
variables include mental abilities, temperament traits, degree of neuroticism, general 
interests, education, etc. The findings are that knowledge of goods is best explained by 
the level of general information and the primary mental ability of the consumer. 
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Garner, S. P. Evolution of cost accounting to 1925. (University, Ala.: Univ. of Alabama 
Press. 1954. Pp. xiv, 416. $6.50.) 

Hauk, J. G., editor. Conference on sales management, 1954. Michigan bus. papers no. 
28. (Ann Arbor: Bur. Bus. Res., School Bus. Admin., Univ. of Michigan. 1954, Pp. x, 
108.) 

Knicut, W. D. Profit and loss budgeting—a case study of three manufacturing com- 
panies. (Madison: Bur. Bus. Research and Service, Univ. of Wisconsin. 1954. Pp. 62. 
$1.15.) 

McNair, M. P., editor, assisted by Hersum, A. C. The case method at the Harvard 
Business School: papers by present and past members of the faculty and staff. (New 
York: McGraw-Hill. 1954. Pp. xvi, 292. $5.) 

Nickerson, C. B. Cost accounting: text, problems, and cases. (New York: McGraw-Hill. 
1954. Pp. xii, 462. $7.) 

Stryker, P. and the editors of Fortune. A guide to modern management methods. (New 
York: McGraw-Hill. 1954. Pp. x, 300. $3.50.) 

Generally accepted auditing standards—their significance and scope 1954. Committee on 
Auditing Procedure spec. repts. (New York: Am. Inst. Accountants. 1954. Pp. 55.) 

Meeting and beating competition. Contributed papers, Fifth Annual Michigan Cost Con- 
ference April 10, 1954. Michigan bus. paper no. 29. (Ann Arbor: Bur. Bus. Research, 
Univ. of Michigan. 1954. Pp. ix, 61.) 


Industrial Organization; Public Regulation of Business 


Cavxin, H. C. and Fisusern, M. H., compilers. Select list of documents in the records 
of the National Recovery Administration. Record group 9. (Washington: Nat. Archives, 
Gen. Services Admin. 1954, Pp. 190.) 

DirtaM, J. B. and Kaun, A. E. Fair competition: the law and economics of anti-trust 
policy. (Ithaca: Cornell Univ. Press. 1954. Pp. xi, 307. $4.50.) 

Giover, J. D. The attack on big business. (Boston: Grad. School Bus. Admin., Harvard 
Univ, 1954. Pp. xvi, 375. $4.) 

Haynes, W. W. Nationalization in practice—the British coal industry. (London: Bailey 
Bros. and Swinfen. 1953. Pp. v, 413. 32s.) 

Kapitan, A. D. H. Big enterprise in a competitive system. (Washington: Brookings In- 
stitution. 1954. Pp. xii, 269. $4.) 

Lane, R. E. The regulation of businessmen: social conditions of government economic 
control. Stud. pol. science vol. 1. (New Haven: Yale Univ. Press. 1954. Pp. 144.) 

Rosinson, E. A. Federal incorporation—a study of the proposals for requiring federal 
charters for corporations engaged in interstate commerce. Stud. in econ., abstract ser. 
no. 9. (Washington: Catholic Univ. of America Press. 1954. Pp. vi, 24. 50¢.) 

Stocxine, G. W. Basing point pricing and regional development—a case study of the 
iron and steel industry. (Chapel Hill: Univ. of North Carolina Press. 1954. Pp. vii, 
274. $6.50.) 

Economic report of the investigation of coffee prices—summary and conclusions, (Wash- 
ington: Fed. Trade Commission. 1954. Pp. 32.) 

Progress report, first session, of the House Select Committee on Small Business, 83d 
Cong., 2nd sess. (Washington: Supt. Docs. 1954. Pp. 100.) 

Small Business Administration loan policy. Hearing before the Senate Select Committee 
on Small Business, 83d Cong., 2nd sess., May 13, 1954. (Washington: Supt. Docs. 1954. 
Pp. 58). 

Stockpile and accessibility of strategic and critical materials to the United States in time 
of war. Hearings before the Special Subcommittee on Minerals, Materials and Fuels 
Economics of the Senate Committee on Interior and Insular Affairs, 83d Cong., 1st 
sess. (Washington: Supt. Docs. 1954. 6 pts.) 
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Termination of federal commercial activities (government competition with private enter- 
prise). Hearing before the Subcommittee on Legislative Program of the Senate Commit- 
tee on Government Operations, 83d Cong., 2nd sess., August 9, 1954. (Washington: 
Supt. Docs, 1954. Pp. 55.) 


Public Utilities; Transportation; Communications 


AITKEN, H. G. J. The Welland Canal Company: a study in Canadian enterprise. (Cam- 
bridge: Harvard Univ. Press. 1954. Pp. ix, 178. $3.50.) 

Currie, A. W. Economics of Canadian transportation. (Toronto: Univ. of Toronto Press. 
1954. Pp. vii, 727. $10.) 

Gorter, W., and Hitpepranp, G. H. The Pacific coast maritime shipping industry, 1930- 
1948. Vol. Il: An analysis of performance. (Berkeley and Los Angeles: Univ. of Cali- 
fornia Press. 1954. Pp. xix, 371. $5.) 

Rose, J. R. American wartime transportation. (New York: Crowell. 1953. Pp. 290.) 

Xim_EneEs, V. T. Natural gas in New Mexico. New Mexico stud. bus. and econ. no. 3. 
(Albuquerque: Bur. Bus. Research, College Bus. Admin., Univ. of New Mexico. 1954. 
Pp. 73. $1.25.) 

ZELLER, W. Die fiskalische Belastung des Motorfahrzengverkehrs: mit besonderer Beriick- 
sictigung der schweirischen Verhdltnisse. (Winterthur: Verlag P. G. Keller, 1954. Pp. xvi, 
149.) 

Maritime subsidy policy: a review in light of present national requirements for a merchant 
marine and shipbuilding industry. Prepared by the Office of the Under Secretary of 
Commerce for Transportation and the Maritime Admin. (Washington: Supt. Docs. 
1954, Pp. 125, app.) 

Proceedings of the 36th annual Tennessee Highway Conference. Univ. Tennessee Record 
LVII(4). (Knoxville: Div. Univ. Extension, Univ. of Tennessee. 1954.) 

Record of procedure and development of AEC power contract. (Washington: Bureau of 
the Budget. 1954. Pp. var.) 

Sequence of principal events in connection with power supply for Paducah to replace 
power now being furnished by TVA. (Washington: U.S. Atomic Energy Commission. 
1954. Pp. 88.) 

Industry Studies 


Corey, H. M., editor. Successful commercial chemical development. (New York: John 
Wiley. 1954. Pp. xxv, 374. $7.75.) 

Waite, D. J. The New England fishing industry—a study in price and wage setting. 
(Cambridge: Harvard Univ. Press. 1954. Pp. xvii, 205. $4.) 

Accessibility of strategic and critical materials to the United States in time of war and 
for our expanding economy. Report of the Minerals, Materials, and Fuels Economics 
Subcommittee of the Senate Committee on Interior and Insular Affairs, 83d Cong. 2nd 
sess, (Washington: Supt. Docs. 1954, Pp. 380.) 

Die Neuordnung der Eisen-und Stahlindustrie: im Gehiet der Bundesrepublik Deutschland. 
A report of the Stahltreuhindvereinigung. (Munich and Berlin: Verlag C. H. Beck. 
1954. Pp. xxii, 870. DM 48.) 


Land Economics; Agricultural Economics; Economic Geography 


Branx, D. M. The volume of residential construction 1889-1950. Tech. paper no. 9. 
(New York: Nat. Bur. Econ, Research. 1954. Pp. 99.) 

Branpt, K. Farm price supports—rigid or flexible? “Nat. econ. probs.” ser. no. 452. 
(New York: Am. Enterprise Assoc. 1954. Pp. 17.) 

Breese, G. Industrial site selection—Burlington County, N.J.: a case study of existing 
and potential industrial location. (Princeton: Bur. Urban Research, Princeton Univ. 
1954, Pp. vii, 115 + maps.) 
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Bricut, A. A., Jr., and Exuis, G. H., editors and directors of research. The economic 
state of New England—report of the Committee of New England of the National 
Planning Association. (New Haven: Yale Univ. Press. 1954. Pp. xii, 738. $6.) 

Buck, R. K. Beginning farmers—a vulnerable group in American agriculture. NPA plan- 
ning pamph. no, 88. (Washington: Nat. Planning Assoc. 1954. Pp. vii, 28. 50¢.) 

Hazart, R. K. The economics of estate farming. (Bombay: Indian Soc. Agric. Econ. 1954. 
Pp. 73. Rs 3.) 

Hortoway, R. J. A city is more than people—a study of fifteen Minnesota communities. 
Stud. in Econ. and Bus. no. 17. (Minneapolis: Univ. of Minnesota Press. 1954. Pp. iv, 
63. $2.) 

Hunke, H., editor. Raum und Wirtschaft—V olkswirtschaftliche Gesamtrechnung Gemein- 
detypisierung. (Bremen-Horn: Walter Dorn Verlag. 1953. Pp. 165. DM 10). 

Hutcuison, R. S. Economic and business statistics of Tennessee 1935-1953. Bur. Bus. 
Econ. Research stud. no. 25. (Knoxville: College Bus. Admin., Univ. of Tennessee. 
1954. Pp. var.) 

Jounson, J. L. The economy of northern Kentucky. Bull. no. 29 of Bur. Bus. Research, 
College of Commerce, Univ. of Kentucky. (Frankfort: Agric. and Indus. Board of 
Kentucky. 1954. Pp. v, 52.) 

Jones, L. A. and Duranp, D. Mortgage lending experience in agriculture. Nat. Bur. Econ. 
Research stud. (Princeton: Princeton Univ. Press. 1954. Pp. xxii, 233. $5.) 

Kenyon, J. B. The industrialization of the Skokie area. Univ. of Chicago, Dept. Geog. 
research paper no. 33. (Chicago: Univ. of Chicago Press. 1954. Pp. xii, 124.) 

Manner, U. L. The Florida everglades: their farming prospects. Area develop. ser. no. 
5. (Coral Gables: Bur. Bus. and Econ. Research, Univ. of Miami. 1954. Pp. viii, 60.) 

Sanverson, F. H. Methods of crop forecasting. (Cambridge: Harvard Univ. Press. 1954. 
Pp. xiv, 259. $5.) 

Uncer, M. A. Real estate—principles and practices. (Cincinnati: South-western Pub. Co. 
1954. Pp. x, 565. $5.75.) 

Colorado River storage project. Hearings before the House Subcommittee on Irrigation 
and Reclamation, 83d Cong., 2nd sess. (Washington: Supt. Docs. 1954. Pp. 909.) 

Consumers look at farm price policies. Consumer prob. ser. no. 1. (Oxford: Miami Univ., 
Council on Consumer Information. 1954. Pp. 38. 50¢.) 

Government subsidy historical review. A summary of the use of subsidies to advance the 
aims and purposes of government since the first Congress to the present time. House 
Committee on Agriculture, 83d Cong., 2d sess. (Washington: Supt. Docs. 1954. Pp. 6.) 


Housing Act of 1954. Hearings before the Senate Committee on Banking and Currency, 
83d Cong., 2nd sess. Pt. 1, Mar. 9-Apr. 14, 1954. (Washington: Supt. Docs. 1954. 
Pp. 1,124.) 

Oxford economic atlas of the world. Prepared by the Economist Intelligence Unit and 
the cartographic department of The Clarendon Press. (New York: Oxford Univ. Press. 
1954. Pp. vii, 112 pages of maps + 152. $4.80.) 

75 housing areas—selected data on housing, population and economic indicators 1954. 
Compiled by the Bur. Bus. and Econ. Research, Univ. of Miami. (New York: Housing 
Securities, Inc. 1954, Pp. var.) 


Labor 


ALLEN, V. L. Power in trade unions—a study of their organization in Great Britain. 
(London: Longmans. 1954. Pp. 323. 25s.) 

Bakke, E. W., Hauser, P. M., Parmer, G. L., Myers, C. A., Yoorer, D., and Kerr, C. 
Labor mobility and economic opportunity. With a preface by Paul Webbink. (New 
York: John Wiley, and Mass. Inst. Tech. 1954. Pp. vii, 118. $3.50.) 
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Coxe, G. D. H. Attempts at general union: a study in British trade union history, 1818- 
1834, (London: Macmillan. 1953. Pp. viii, 218. 16s.) 

Haber, W., Harsison, F. H., Kiern, L. R., and Parmer, G. L., editors. Manpower in 
the United States: problems and policies. Indus. Relations Research Assoc. pub. no. 
11. (New York: Harper. 1954. Pp. xi, 225. $3.) 

Heruuy, A. J., and others. Analysis of work stoppages 1953. BLS bull. no. 1163. 
(Washington: Supt. Docs, 1954. Pp. 33.) 

Jensen, V. H. Nonferrous metals industry unionism 1932-1954--a study of leadership 
controversy. Cornell stud. in indus. and lab. relations, vol. V. (Ithaca: Cornell Univ. 
Press. 1954. Pp. xv, 328. $4.) 

Kipney, E. B. Fringe benefits for salaried employees in government and industry. Per- 
sonnel rept. no. 542. (Chicago: Civil Service Assembly of the U.S. and Canada, 1954. 
Pp. 33.) 

Kornuauser, A., Dustin, R., and Ross, A. M., editors. Industrial conflict. (New York: 
McGraw-Hill. 1954. Pp. xi, 551. $6.50.) 

McNavucuton, W. L., and Lazar, J. Industrial relations and the government. (New 
York: McGraw-Hill, 1954. Pp. ix, 531. $6.) 

Porter, A. R., Jr. Job property rights: a study of the job controls of the International 
Typographical Union. (New York: King’s Crown Press, Columbia Univ. Pp. vi, 110. 
$2.25.) 

Surrrin, S. C., and Sepcwickx, R. C. Labor law: development, administration, cases. 
(New York: Thomas Y. Crowell. 1954. Pp. xiv, 590. $3.95.) 

Wiensky, H. L. Syllabus of industrial relations: a guide to reading and research. (Chi- 
cago: Univ. of Chicago Press. 1954. Pp. xi, 305.) 

Amending Railroad Retirement Act, Railroad Retirement Tax Act, and Railroad Un- 
employment _Insurance Act. Hearings before the Special Subcommittee on Railroad 
Retirement Legislation of the Senate Committee on Labor and Public Welfare, 83d 
Cong., 2nd sess., July 7, 14, and 19, 1954. (Washington: Supt. Docs. 1954. Pp. 145.) 

Antidiscrimination in employment. Hearings before the Subcommittee on Civil Rights 
of the Senate Committee on Labor and Public Welfare, 83d Cong., 2nd sess. (Wash- 
ington: Supt. Docs. 1954. Pp. 410.) 

Case study data on productivity and factory performance—-farm tractors. BLS rept. 
no. 38. (Washington: Supt. Docs. 1953. Pp. 182.) 

Employment and economic status of Negroes in the United States, revised 1954. Staff 
report to the Subcommittee on Civil Rights of the Senate Committee on Labor and 
Public Welfare, 83d Cong., 2nd sess. Prepared by the Bur. Lab. Stat. (Washington: 
Supt. Docs. 1954. Pp. 20.) 

Federal Equality of Opportunity in Employment Act. Report of the Senate Committee 
on Labor and Public Welfare, together with minority and individual views, 83d Cong., 
2nd sess. (Washington: Supt. Docs. 1954. Pp. 24.) 

Fringe benefit packages. Stud. personnel pol. no. 143. (New York: Nat. Indus. Conf. 
Board. 1954. Pp. 193.) 

General wage adjustments in manufacturing, June 1950-March 1954. Stud. lab. stat. no. 
11. (New York: Nat. Indus. Conf. Board. 1954. Pp. 27.) 

Higher productivity in manufacturing industries. Stud. and repts. n.s. no. 38. (Washington : 
Internat. Lab. Office. 1954. Pp. iv, 195. $1.25.) 

Jobs? or jobless pay? The real issue behind the new guaranteed wage proposals, (Wash- 
ington: U.S. Chamber of Commerce, 1954. Pp. 90.) 

Labor-management Relations Act, 1947, as amended. Report of the Senate Committee on 
Labor and Public Welfare, together with supplemental views, 83d Cong., 2nd sess. 
(Washington: Supt. Docs. 1954, 2 pts.) 

Purchasing power of Soviet workers, 1954. Prepared by the Bur. Lab. Stat. (Washington: 
Supt. Docs. 1954. Pp. 8.) 
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Railroad retirement legislation. Hearings before the House Committee on Interstate and 
Foreign Commerce, 83d Cong., 2nd sess., June 2, 3, 1954. (Washington: Supt. Docs. 
1954. Pp. 172.) 

A study of the prevailing-rate pay systems for trades, crafts, and labor occupations in 
the federal service. Senate Committee on Post Office and Civil Service, 83d Cong., 2nd 
sess. (Washington: Supt. Docs. 1954. Pp. 72.) 

Wages and related benefits—major labor markets, 1953-1954. BLS bull. no. 1157. (Wash- 
ington: Supt. Docs. 1 pt.) 
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NOTES 


Tue A.C.L.S. STATEMENT SUBMITTED TO THE REECE COMMITTEE 


[Editor’s Note: Mr. Mortimer Graves, executive director of the American Council of 
Learned Societies (of which the American Economic Association is a constituent society) 
has prepared the following note with regard to the statement which was submitted to the 
House of Representatives Select Committee to Investigate Tax Exempt Foundations (the 
Reece Committee) by the A.C.L.S.] 


After the first Select Committee of the House of Representatives to Investigate Tax 
Exempt Foundations (the Cox Committee) had concluded its operations and reported the 
discovery of nothing reprehensible in the activities of those foundations with which 
American scholarship is accustomed to deal, a new Select Committee of the House of 
Representatives to Investigate Tax Exempt Foundations was formed under the chairman- 
ship of Representative B. Carroll Reece of Tennessee. The studies made by the investiga- 
tive staff of this second committee were not confined to the foundations, but considered 
at much length the “accessory organizations,’ supposed to distribute the foundations’ 
money, the Social Science Research Council, the American Council on Education, the 
National Education Association, and the American Council of Learned Societies, and the 
like. 

These staff studies pictured the foundations and the accessory organizations as combined 
in a tight “interlock” which not only dominated American scholarship, social science, and 
education, but by means of this domination had succeeded, in the fifty years since the 
organization of the first great foundations, in undermining American political stamina, 
in socializing our educational structure, and in leading the country far down the road to 
internationalism and collectivism. After receiving these reports and listening to half a 
dozen anti-foundation witnesses, the Committee suspended public hearings, not, however, 
before the studies and the testimony had received wide newspaper publicity. The Com- 
mittee, thereupon, gave the foundations and accessory organizations opportunity to file 
rebuttal statements. 

The rebuttal statements of the Social Science Research Council and the American Council 
on Education amply demonstrated the fantasy of the charges made against these organiza- 
tions and their fields of concern. It devolved upon the officers of the American Council 
of Learned Societies to speak on behalf of the humanities. Such a statement was accord- 
ingly drafted and verified by the Executive Staff and presented by the Chairman, President 
C. W. de Kiewiet, of the University of Rochester. 

In presenting the statement to the Reece Committee President de Kiewiet said: 


I cannot forego the opportunity of commenting upon the unwisdom of the asper- 
sions that have been cast upon the scholars and teachers for whom the American 
Council of Learned Societies is proud to speak. Education is a principal architect of 
American greatness in all fields, political as well as scientific, cultural as well as 
technological. We owe our solidarity in an age of crisis to the manner in which we 
have taught the history and politics of the nation. An attack upon education becomes 
in part an attack upon American history, an attack, indeed, upon the defensive system 
of this country. Faith is lessened, courage is diminished, and essential bonds are broken. 
To lay broad and loose charges against education can itself become a form of sub- 
version against which it is the duty of intellectual leaders to speak forcibly and 
emphatically. 

I feel grateful to the Reece Committee for at least recognizing that humane studies 
are powerful forces in any society. Statements apparently made by staff members of 
the Committee misconstrue the nature of that power and assign to it a baneful in- 
fluence. The American Council of Learned Societies welcomes the opportunity to 
reassert its faith in the beneficial power exercised by the thought and studies of the 
responsible men who make the study of man their life work. It is an influence that 
cannot be suppressed. Only those societies try to do so that are fearful of freedom. 


1030 THE AMERICAN ECONOMIC REVIEW 


What we know to be great in our society, our political thought, our humane laws, 
our sense of human dignity, our powers of self-discovery and self-realization, are 
all born of the humanist mind. To preserve and extend these is the real function of 
all those for whom the American Council of Learned Societies elects to speak. Wisdom 
cannot be bought, and accepts no dictation. Scholarship and learning are the founda- 
tion of the nation’s wisdom and skill. A society in which scholars and teachers are 
held in honor is far more likely to produce the wisdom and skill without which it 
cannot survive in the modern world. 


The Executive Offices of the ACLS, 1219 Sixteenth Street, N.W., Washington, D.C., 
will be happy to send a copy of the statement and the letter of presentation to any reader 
of the American Economic Review who requests it. . 


PUBLICATIONS SPONSORED BY THE AMERICAN ECONOMIC ASSOCIATION 


Léon Walras’ Elements of Pure Economics translated by William Jaffé is the first of 
our “Translation Series.” Because of its significance, it has been co-sponsored by the Royal 
Economic Society. It is now available through Richard D. Irwin, Inc., Homewood, Illinois, 
and members may obtain copies at the special rate of $6.00 (list price $7.50) by mention- 
ing membership on the order to the publisher. 

The University Teaching of Social Sciences: Economics, sponsored jointly by the Inter- 
national Economic Association and UNESCO and containing reports and papers presented 
at the Talloires Conference, August 1951, is now available through the UNESCO agent, 
the Columbia University Press. A special rate may be obtained by members if orders are 
placed with Dr. James Washington Bell, Secretary, American Economic Association, 
Northwestern University: $2.00 net, plus 15 cents postage (list price $3.00). Checks, 
however, should be made out to the Columbia University Press. 


OTHER PUBLICATIONS 


The Office of Distribution, Business and Defense Services Administration, U.S. Depart- 
ment of Commerce, has announced the conversion of their monthly publication, the 
Distribution Data Guide, to a subscription basis. The Guide lists brief annotations of 
selected recent publications and reports, both government and nongovernment, which 
contain basic information and statistics for use in market research, merchandising, sales 
promotion, advertising, and allied subjects of interest to businessmen and others engaged 
in the distribution of goods or services. The annual subscription rate is $2.00, domestic, 
and $2.50, foreign; individual copies, 15¢. Subscriptions will be received by the Super- 
intendent of Documents. 

A new national society, the Institute of Management Sciences, has been established with 
the objective of unifying scientific knowledge that contributes to the understanding and 
practice of management. The Institute will publish a journal, Management Science, which 
will include research papers and survey papers dealing with scientific analysis and theory 
of management. Professor C. W. Churchman, of Case Institute of Technology, has been 
appointed managing editor. Professor W. W. Cooper, Carnegie Instittte of Technology, 
has been elected president of the Institute. Information on membership or subscriptions to 
the journal may be obtained from Mr. George Kozmetsky, Litton Industries, Beverly 
Hills, California. 

The Middle East Institute is preparing for publication an annual Survey of Current 
Research on the Middle East. All those currently engaged in research on the Middle East 
are urged to submit information on their projects including the topic of investigation, 
sponsoring organization, and estimated date of completion. Communications should be 
addressed to the Middle East Institute, 1761 N Street, N.W., Washington 6, D.C. 


INTERNATIONAL SEMINAR ON INPUT-OUTPUT ANALYSIS 


A seminar on input-output analysis, sponsored by the University of Pisa, in cooperation 
with the European Office of the United Nations, was held in Varenna, Lake Como, Italy 
from June 27 to July 10, 1954. Professor Giuseppe Bruguier-Pacini (University of Pisa) 
headed the organizing committee of which Dr. Tibor Barna (European Office of the 
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United Nations), Dr. Vera Cao-Pinna (Comitato Nazionale per lo Studio della Con- 
giuntura), and Professor Hollis Chenery (Stanford University) were members. Professor 
Wassily Leontief (Harvard University) acted as chairman of the Conference. 

Academic and government economists and statisticians from the United Kingdom, Norway, 
Denmark, Netherlands, Belgium, France, Spain, Western Germany, Austria, Israel, and the 
United States attended, in addition to a large Italian delegation from universities, govern- 
ment agencies, and industrial organizations. Representatives from international organiza- 
tions, such as the European Office of the United Nations, the Organization of European 
Economic Cooperation, the Coal and Steel Community, UNESCO, and the Bank for Inter- 
national Settlements were also present. Representatives from the United States, in addition 
to Professors Leontief and Chenery, included Mr. W. Duane Evans (Bureau of Labor 
Statistics), Dr. Elizabeth W. Gilboy (Harvard University), and Dr. Harry M. Markowitz 
(RAND Corporation). 

The lectures and seminars dealt with the theoretical and empirical aspects of input- 
output analysis and with presentation of the results of the substantial amount of empirical 
work in this field which has been undertaken in recent years in various European 
countries. 

A wide variety of subjects characterized the lectures, although the primary emphasis 
lay on practical applications of input-output techniques. The papers ranged from theo- 
retical discussions of input-output analysis and social accounting by Professors Leontief 
and Richard Stone (Cambridge University), the consideration of the statistical aspects 
of classification and aggregation (Dr. Barna) and of input-output and social accounts 
(Mr. J. Sandee, Netherlands and Mr. O. Aukrust, Norway) to the application of input- 
output methods to problems of consumption (Dr. Gilboy), interregional models and under- 
developed countries (Professor Chenery). The actual experience of Italy (Dr. Cao-Pinna) 
and other countries in the use of input-output techniques was also presented in a series 
of lectures. 

The round-table discussions were devoted to more technical and theoretical matters. 
Among these may be mentioned Professor Ragnar Frisch’s exposition of his new linear 
programming technique, Mr. Duane Evans's analysis of computational problems, Professor 
Stone’s presentation of a generalized Leontief system for the analysis of consumer behavior, 
and Mr. Sevaldson’s (Norway) discussion of the stability of structural relationships. 
Professor Fabbrini (University of Trieste) concluded the round tables with an appraisal 
of input-output developments. 

A volume containing the principal papers will be published in English under the auspices 
of the University of Pisa. 


RESEARCH FELLOWSHIPS 


The Ford Foundation has announced its Foreign Study and Research Fellowship 
competition for the academic year 1955-56. The awards, which will be made in April 
and May, 1955, are for study and research dealing with three areas: Africa, Asia and the 
Near East, and Soviet Russia and Eastern Europe. The fellowships, covering from one 
to three years of post-graduate work either in the United States or abroad, are designed 
to provide training for persons at a variety of academic and professional levels. Students 
just beginning their graduate work may apply, as well as advanced scholars. Details and 
application forms may be obtained from the Ford Foundation, Foreign Study and Research 
Fellowship Program, 477 Madison Avenue, New York 22, New York. The deadline for 
filing applications is January 7, 1955. 


On October 15-17, the department of economics of Beloit College presented a lecture 
symposium on the subject “The Limits of Government Intervention.” Lectures were given 
by F. A. Hayek, Fritz Machlup, Aaron Director and Frank H. Knight. About fifty visit- 
ing economists participated in the symposium. 


An Institute on Economic Development, organized under the direction of William H. 
Nicholls, was held at Vanderbilt University August 30 to September 24 under a contract 
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with the Foreign Operations Administration. The institute was attended by forty-eight 
technical specialists from twenty-two countries. Among the lecturers were Arthur E. 
Burns, Walt W. Rostow, B. U. Ratchford, Irving H. Siegel, Warren S. Thompson, James 
M. Barker, George Brandow, T. W. Schultz, Walker Cisler and Walter Radius. 


The National Bureau of Economic Research has moved both its Broadway and “Hill- 
side” offices to 261 Madison Avenue, New York 16, N.Y. 


Deaths 

Sir Henry Clay, warden of Nuffield College, Oxford University, from 1944 to 1949 an¢ 
honorary member of the American Economic Association, died in July 1954. 

Mary J. Foley, of Sacramento State College, died June 21, 1954. 

Montfort Jones, of the University of Pittsburgh. 

The Most Reverend Francis J. Haas, of East Grand Rapids, Michigan. 

William F. Hauhart, of St. Louis, Missouri. 

Walter J. Matherly, dean of the College of Business Administration of the University 
of Florida, died September 25, 1954. 

Balthasar H. Meyer, of Washington, D.C., died February 9, 1954. 

Carl Meyer, of Chicago, Illinois, died May 28, 1954. 

C. Reinold Noyes, of Princeton, New Jersey. 

Elizabeth Boody Schumpeter died July 17, 1953. 

DR Scott, of the University of Missouri. 


Appointments and Resignations 

Marcus Alexis, formerly of Michigan State College, has joined the faculty of the Uni- 
versity of Minnesota as an instructor. 

John E. Altazan has been appointed assistant professor of international trade at Loyola 
University of the South. 

Edward Ames has resigned from the Federal Reserve Board to accept an appointment 
as associate professor of economics at Purdue University. 

Jahangir Amuzegar has been appointed lecturer in economics at the University of 
Michigan, 

John W. Anderson has been appointed assistant professor of accounting in the School 
of Business Administration of the University of Massachusetts. 

Wayne D. Angell has been appointed instructor in economics at the University of 


John W. Ashley has been appointed assistant professor of economics at Occidental 
College. 

Robert Bartels, of the Ohio State University, is studying agricultural and other market- 
ing problems under a Fulbright research scholarship assigned to the University of Salonica, 
Greece and independently under the United States Educational Foundation in Greece. 

Milton S. Baum has been appointed assistant professor of economics at Sacramento 
State College. 

Nicholas A. Beadles is instructor in the department of economics and business adminis- 
tration at Alabama Polytechnic Institute. 

Rue L. Beale, formerly with the Corps of Army Engineers, has been appointed research 
associate in the University of Kentucky Bureau of Business Research. 

Gordon E. Bell has been appointed assistant professor of accounting at Duke University. 

Maurice C. Benewitz has been appointed lecturer in economics at Michigan State 
College. 

Emile Benoit-Smullyan is now economist for the McGraw-Hill Publishing Company. 


Kansas. 
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George C. S. Benson has resumed the presidency of Claremont Men’s College after 
serving as director of research for the Commission on Intergovernmental Relations in 
Washington, D.C. W.Bayard Taylor served as acting president in his absence. 

Charles Berry has been appointed instructor in economics at Yale University. 

Lee Bidgood has retired from duties at the University of Alabama where he has served 
as head of the department of economics and, since its founding, in 1920 dean of the 
School of Commerce and Business Administration. 

Roy G. Blakey, professor emeritus of the University of Minnesota, has returned to this 
country after having served as visiting professor at the University of Ankara the past 
three years. 

Mark Blaug has been appointed instructor in economics at Yale University. 

Henry S. Bloch has been appointed visiting professor of economics at Yale University. 

John W. Bowyer, Jr., has been named assistant dean of the School of Business and 
Public Administration, Washington University. 

Martin Bronfenbrenner, of the University of Wisconsin, will be visiting professor of 
economics at Carnegie Institute of Technology during the second semester of the present 
academic year. 

Robert C. Brooks, Jr., has been appointed assistant professor of marketing in the 
College of Business Administration, University of Georgia. 

Dwight S. Brothers has been appointed instructor in economics at Princeton University. 

Henry Broude has been appointed instructor in economics at Yale University. 

Daniel H. Buchanan has accepted an appointment as professor of economics in Lambuth 
College, Jackson, Tennessee. 

Lloyd J. Buckwell, Jr., has been appointed instructor at the University of Minnesota. 

Edward C. Budd has been promoted to assistant professor of economics at Yale 
University. 

Rondo E. Cameron will be on leave from the University of Wisconsin next year to 
carry on research in France and elsewhere in Europe on the Credit Mobilier. 

William Capron has been appointed visiting assistant professor of economics at Stan- 
ford University. 

Albert Caproni, Jr., has been appointed instructor in accounting at the Alabama Poly- 
technic Institute. 

Alfred B. Carlip, formerly of Wesleyan College, has been appointed assistant professor 
of economics at Allegheny College. 

A. E. Cascino, formerly director of market research, has been advanced to the newly 
created post of director of marketing for the Crosley and Bendix Home Appliances 
Division of Avco Manufacturing Corporation. 

Lowell J. Chawner is now on the staff of the Council of Economic Advisers. 

Earl F. Cheit, formerly of the University of Minnesota, has joined the faculty of Saint 
Louis University. 

Pao Lun Cheng has been appointed instructor in business and economics at the Uni- 
versity of Maine. 

Alpha C. Chiang has been appointed assistant professor of economics at Denison 
University. 

Frank C. Child has been promoted to assistant professor of economics at Pomona 
College. 

Rockwood Chin has been promoted to professor of economics at Berea College. 

Ya Lun Chou has been appointed assistant professor of economics at Rensselaer Poly- 
technic Institute. 

Virgil L. Christian, Jr., formerly instructor in economics, has been appointed research 
associate in the Bureau of Business Research of the University of Kentucky. 
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Robert W. Clower is at Lahore as a member of the Washington State College—F.O.A. 
program with the University of the Punjab in Pakistan. 

Arthur L. Cobb, of the Tennesse Valley Authority, has been appointed statistician of 
the Bureau of Business Research of the University of Georgia. 

J. Marshall Colcord has been appointed instructor in accounting at the University of 
Miami School of Business Administration. 

David Cole has been appointed visiting professor in the New York State School of 
Industrial and Labor Relations at Cornell University. 

Robert G. Cook has been appointed faculty lecturer in management in the School of 
Business of Indiana University. 

S. Leonard Dart has joined the staff of Claremont Men’s College to direct the dual 
degree program in management-engineering recently established in association with 
Stanford University. 

Ralph K. Davidson has been appointed assistant professor of economics at Purdue 
University. 

Keith Davis has been promoted to professor of management in the School of Business, 
Indiana University. 

Richard M. Davis, formerly of Lehigh University, has been appointed associate pro- 
fessor of economics at the University of Oregon. 

C. C. Dawson is head of the department of business administration at Lincoln Memorial 
University, Harrogate, Tennessee. 

Townes L. Dawson, formerly of Eastern New Mexico University, has been appointed 
associate professor of business law in the College of Business and Public Administration, 
University of Maryland. 

Albert H. Dehner has been appointed professor of real estate at the University of 
Florida. 

David P. Delorme has been appointed instructor in economics at Idaho State College, 
Pocatello, Idaho. 

Harold Demsetz, of Northwestern University, has joined the faculty of the University 
of Minnesota as an instructor. 

Robert Dinman has been appointed professor of accounting at the University of 
Florida. 

Arch R. Dooley, formerly of the Harvard Graduate School of Business Administration, 
is dean of the School of Business Administration of the University of North Carolina. 

Peter Dorner, formerly of the University of Tennessee, has been appointed assistant 
professor of agricultural economics at the University of Wisconsin. 

Frank Dunbaugh has been appointed lecturer in marketing in the School of Business 
Administration of the University of Miami. 

David Durand is research associate at the Massachusetts Institute of Technology. 

Howard S. Dye has been promoted to professor of economics at the University of 
Tennessee. 

Elvis L. Eckles, formerly of the University of Illinois, has been appointed professor 
of economics and chairman of the department of economics and business administration 
at Allegheny College. 

Robert S. Eckley, formerly of the Federal Reserve Bank of Kansas City, has taken a 
position as economist with the Caterpillar Tractor Company in Peoria, Illinois. 

Corwin D. Edwards is visiting professor of economics at the University of Virginia. 

E. J. Enright has resigned from Tufts College to accept a position at the Harvard 
Business School. 

Edmond L. Escolas, formerly government economist, has been appointed assistant 
professor of business administration at the University of Wyoming. 

Roland B. Eutsler has been appointed acting dean of the College of Business Adminis- 
tration of the University of Florida. 
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William H. Fink, formerly research associate of the California Senate Tax Committee, 
has been appointed assistant professor of economics at the University of Arizona. 

Monroe Fischer has been appointed instructor in the department of economics and 
business administration of Lafayette College. 

Lyle C. Fitch, of Columbia University, has accepted a position as senior management 
consultant in charge of fiscal and economic research in the Division of Administration, 
Office of the Mayor of New York City. 

Edward J. Fox, of the University of Western Ontario, has been appointed visiting 
professor of marketing in the School of Business Administration of the University of 

William M. Fox has been appointed assistant professor of industrial relations and 
management at the University of Florida. 

V. C. Fowke has been appointed acting head of the department of economics and 
political science at the University of Saskatchewan for the current academic year. 

William J. Frazer, Jr., has been appointed instructor in economics at Rensselaer Poly- 
technic Institute. 

Earl B. French, formerly of the University of Maine, has been appointed assistant 
professor of economics at Bucknell University. 

William B. Gates, Jr., has been appointed associate professor of economics at Williams 
College. 

Dwight L. Gentry, formerly of Wake Forest College, has been appointed associate 
professor of marketing and advertising in the College of Business and Public Administra- 
tion, University of Maryland. 

John P. Gill, of the Atlanta Division, University of Georgia, has been appointed pro- 
fessor of economics and director of the University’s Bureau of Business Research, Athens. 

Richard M. Gillis has been promoted from instructor to assistant professor of finance 
in the School of Business Administration of the University of Massachusetts. 

Gerald J. Glasser has been appointed to an instructorship in statistics, New York Uni- 
versity, to replace Dr. ,Ernest Kurnow who is on leave for work in Turkey. 

Leland J. Gordon has resumed his duties at Denison University after serving as visiting 
professor in the University of Maryland Overseas Program in England, Austria, and 
Germany. 

Willard J. Graham, of the University of North Carolina, has been elected president 
of the American Accounting Association. 

Joseph Grunwald has resigned from the City College, New York, to accept an appoint- 
ment at the University of Chile. 

Warren J. Gustus has been appointed instructor in economics at Duke University. 

Harold Guthrie has been appointed instructor in economics and assistant director of 
research in the Cowles Foundation at Yale University. 

Percy L. Guyton, formerly of King College, Bristol, Tennessee, is now associate pro- 
fessor of economics at Memphis State College. 

H. J. Habakkuk, of Oxford University, is visiting lecturer at Harvard University for 
the current academic year. 

Lawrence C. Hackamack, of the University of Iowa, has been appointed assistant pro- 
fessor of industrial administration in the School of Business Administration of the Uni- 
versity of Massachusetts. 

Challis A. Hall has been promoted to associate professor of economics at Yale 
University. 

William Hamburger, formerly of Stanford University, has accepted a position with 
RAND Corporation, Santa Monica, California. 

Sib O. Hansen has been promoted to associate professor of accounting at Los Angeles 
State College. 
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J. O. Einar Hardin has been appointed instructor at the University of Minnesota. 

Edwin F. Harris has been appointed assistant professor at the New York State School 
of Industrial and Labor Relations, Cornell University. 

Jerzy Hauptmann has been promoted from assistant to associate professor at Park 
College, Parkville, Missouri. 

R. Murray Havens has been named head of the department of economics at the 
University of Alabama. 

Keith R. Heller, formerly of the University of Oregon, is instructor at the University 
of Minnesota. 

William F. Hellmuth, Jr., has been granted a year’s leave of absence from Oberlin 
College to accept a position in the Division of Research and Statistics of the Board of 
Governors of the Federal Reserve System. 

Herbert G. Heneman, Jr., has been promoted from associate professor to professor at 
the University of Minnesota. 

Svend Hermansen has been appointed lecturer at Northwestern University. 

Charles M. Hewitt has been appointed faculty lecturer in business law in the School 
of Business of Indiana University. 

R. J. M. Hobbs is serving as acting dean of the School of Business Administration of 
the University of North Carolina. 

Thomas E,. Hogan has been promoted from assistant professor to associate professor 
in the department of business and economics of the Illinois Institute of Technology. 

Stanley C. Hollander, formerly of the Wharton School of Finance and Commerce, 
has been appointed assistant professor at the University of Minnesota. 

Eugene C. Holshouser, formerly with the Florida State Industrial Commission, has 
been appointed research associate in the Bureau of Business Research of the University 
of Kentucky. 

Charles T. Horngren has been promoted to assistant professor of business administra- 
tion in the University of Chicago School of Business. 

John A. Howard has been promoted to associate professor of business administration 
in the University of Chicago School of Business. 

Forrest Hyde has been appointed lecturer in the Graduate School of Business Adminis- 
tration of the University of Virginia. 

Dan James, formerly of the University of Georgia, is now professor of marketing at 
the University of Arkansas. 

Howard G. Jensen, on leave from the University of Idaho, is instructor at the Uni- 
versity of Minnesota. 

John L. Johnson has been promoted to assistant professor in the Bureau of Business 
Research, College of Commerce, University of Kentucky. 

Marshall Kaplan has been appointed instructor in economics at Williams College. 

Owen S. Kern has been appointed instructor in business administration at Louisiana 
State University. 

Charles C. Killingsworth has been granted a year’s leave of absence from Michigan 
State College to serve on a government mission to Indo-China. 

Lawrence R. Klein, on leave from the University of Michigan for a year, has a staff 
appointment at the Institute of Statistics, Oxford University. 

Fred W. Kniffin has been appointed faculty lecturer in business administration in the 
School of Business, Indiana University. 

Tjalling C. Koopmans has been appointed visiting professor of economics at Yale 
University. 

Harold C. Krogh has been appointed associate professor of insurance at the University 
of Kansas. 
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Ernest Kurnow is on leave of absence from New York University to serve as statistician 
with the Foreign Operatiens Administration in Turkey. 

Charles E. Landon has been promoted from associate professor to professor of eco- 
nomics at Duke University. 

Richard O. Lang is on leave from S. C. Johnson & Son, Inc., to be deputy director 
in the Office of Industrial Resources, Foreign Operations Administration, Washington, 

Robert F. Lanzillotti has been promoted to associate professor of economics in State 
College of Washington. 

C. L. Lapp has been promoted from associate professor to professor of marketing at 
Washington University. 

Robert G. Layer has been promoted to associate professor of economics at Texas 
A. & M. College. 

Mark Leiserson has been appointed instructor in economics at Yale University. 

Robert W. Lentilhon has been promoted from instructor to assistant professor of 
accounting in the School of Business Administration of the University of Massachusetts. 

Eugene M. Lerner has resigned from Elmhurst College to accept an appointment as 
assistant professor of economics at the University of Idaho. 

B. F. Levin has been appointed instructor in economics at Louisiana State University. 

Edwin H. Lewis has been promoted from associate professor to professor at the Uni- 
versity of Minnesota. 

Herbert H. Liebhafsky has been appointed instructor in economics at the University of 
Michigan. 

Irma A. Linse has been appointed lecturer in economics at Michigan State College. 

Byron E. Logan has been appointed assistant professor in the department of economics 
and business administration at Alabama Polytechnic Institute. 

John D. Long has been promoted to assistant professor in the School of Business of 
Indiana University. 

Victor M. Longstreet has been appointed vice president of the Federal Reserve Bank 
of St. Louis and manager of the Louisville branch. 

James B. Ludtke has been promoted from assistant professor to associate professor of 
finance in the School of Business Administration of the University of Massachusetts. 

Melvin Lurie has been appointed instructor in economics at the University of Connecti- 
cut. 

Richard M. Lyon has been appointed assistant professor of industrial relations and 
management at the University of Florida. 

Ronald MacDonald has been appointed instructor in economics in the School of Business 
of Fordham University. 

Duncan MacIntyre is on leave from the New York State School of Industrial and Labor 
Relations to serve as a staff member of the Ives Committee on Health and Welfare Funds. 

John E. MacNab, formerly John W. Dafoe fellow in Canadian-American Relations, has 
been appointed instructor in history at Parsons College, Fairfield, Iowa. 

Carl H. Madden, of the University of Virginia, has accepted a position in the research 
division of the Federal Reserve Bank of New York. 

Thomas A. Mahoney is an instructor at the University of Minnesota. 

Allan B. Mandelstamm has been appointed instructor in economics at the University 
of Michigan. 

William Markell has been appointed instructor in business and economics at the Uni- 
versity of Maine. 

L. Dennis Marlowe is an assistant professor of business law at the Ohio State University. 

Jacob Marschak has been appointed professor of economics at Yale University. 
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Fred Massarik has been appointed acting instructor in personnel management in the 
School of Business Administration, University of California at Los Angeles. 

G. H. Mattersdorff has joined the department of economics at the University of Massa- 
chusetts. 

Kenneth H. McCartney, formerly of the University of Minnesota, has been appointed 
to the faculty of Smith College. 

Lionel W. McKenzie has been promoted to associate professor of economics at Duke 
University. 

James P. McMahon has been promoted from associate professor to professor of finance 
in the School of Business Administration of the University of Miami. 

Claude McMillan has been promoted from assistant to instructor in business organiza- 
tion at Ohio State University. 

Lee J. Melton, Jr., formerly of Louisiana State University, has been appointed assistant 
professor of economics at the University of Florida. 

Frank Miller has been appointed assistant professor at the New York State School of 
Industrial and Labor Relations, Cornell University, for the current year. 

Charles N. Millican has been promoted to assistant professor of economics at the Uni- 
versity of Florida. , 

Charles R. Minton, formerly of Bowling Green University, has been appointed research 
associate in the Bureau of Business Research, University of Kentucky. 

Franco Modigliani, of the Carnegie Institute of Technology, will lecture on economic 
theory and econometrics at the Universities of Rome and Milan as a Fulbright lecturer in 
the second semester of the current academic year. 

William Moeckel, formerly of the University of Georgia, is assistant professor of mar- 
keting at the Ohio State University. 

David D. Monieson, formerly of Ohio State University, is now assistant professor of 
marketing at Queen’s University. 

Joe R. Motheral is on leave from the Department of Agriculture to serve as land tenure 
advisor to the U.S, Operations Missions, FOA. 

Mary E. Murphy, of Los Angeles State College, represented the American Accounting 
Association at the centenary of the Institute of Chartered Accountants of Scotland, 
celebrated in Edinburgh in the summer of 1954. 

Lawrence Nabers has been appointed assistant professor of economics in the College 
of Business of the University of Utah. 

Claron E. Nelson has been appointed lecturer in economics in the College of Business 
of the University of Utah. 

Alfred Nicols, of the University of California at Los Angeles, will present a series of 
lectures at the University of Chicago and Harvard University in the spring of 1955 under 
a William Volker fellowship. 

John C. Norby has been promoted to associate professor of economics at Los Angeles 
State College. 

Hugh S. Norton has resigned from the University of Maryland to accept an appoint- 
ment as transportation economist in the Department of Agriculture, Washington, D.C. 

Howard C. Nudd has resigned from the Ohio State University to become chairman of 
the management department of the University of Houston. 

Louis W. Nuesse has been promoted to professor of industrial management at the 
University of Tennessee. 

Kenji Okuda has been appointed acting assistant professor of economics at the State 
College of Washington. 

Earle W. Orr has accepted a position as instructor in economics at Purdue University. 

Andrew P. Orth, of Florida Southern College, has been appointed assistant professor of 
accounting in the College of Business of the University of Georgia. 
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Henry Ostberg is instructor in business law at the Ohio State University. 

John Parkany has resigned from Loyola University. 

Kenneth Parsons, of the University of Wisconsin, is in the Middle East on a university 
assignment in cooperation with the Foreign Operations Administration. 

Adam Pepelasis, of the University of California, has been appointed lecturer in eco- 
nomics at the University of Buffalo. 

Louis B. Perry is acting chairman of the department of economics at Pomona College 
in the absence of Floyd Bond, who is on leave on a Ford Foundation grant. 

‘Charles D. Phillips, formerly of Westminster College, has been appointed assistant pro- 
fessor of industrial management and personnel in the College of Business and Public 
Administration of the University of Maryland. 

Clinton Phillips, formerly of Vanderbilt University, has accepted an appointment as 
instructor in economics at the University of Tennessee. 

Walter Polner has resigned from the staff of the Institute of Labor and Industrial Rela- 
tions at the University of Illinois. 

John Power, of Williams College, has been appointed visiting assistant professor of 
economics at Stanford University. 

Harry R. Price has been promoted from assistant professor to associate professor of 
accounting at the University of Miami School ef Business Administration. 

Ralph B. Price has resigned from the Institute of International Education to become 
professor of economics and head of the department of economics and business adminis- 
tration at Western Maryland College. 

Charles R. Purdy, formerly of the University of Nebraska, has been appointed instruc- 
tor at the University of Minnesota. 

Edward D. Putnam, Jr., has been appointed instructor in economics at Texas Western 
University. 

Leonard Rall has been granted leave from Michigan State College to serve as professor 
of economics in the School of Business at Sao Paulo, Brazil, under a technical assistance 
contract between FOA and Michigan State College. 

Clyde N. Randall has been appointed acting dean of the College of Business, University 
of Utah, in the absence of Dilworth Walker who is at the University of Rangoon during 
the current year. 

Robert Reierson has joined the staff of the department of agricultural economics of the 
University of Wisconsin. 

Hedwig Reinhardt has transferred from the department of business administration to 
the department of economics at The City College, New York. 

Stanley Reiter, formerly of Stanford University, has accepted a position as assistant pro- 
fessor of economics and mathematics at Purdue University. 

Rudolf R. Rhomberg has been appointed instructor in economics at the University of 
Connecticut. 

Emmett J. Rice has been appointed instructor in economics at Cornell University. 

Stuart U. Rich has been appointed assistant professor of economics at Tufts College. 

Jelle C. Riemersma has been appointed acting aan professor of economics at the 
University of California, Berkeley. 

Roderick H. Riley, formerly in the Small Defense Plants Administration, is now a 
consulting economist in Milwaukee. 

N. H. Ringstrom, formerly of the University of Arizona, has been appointed associate 
professor of marketing and management at Loyola University of the South. 

Ralph Robey has been appointed professor of banking in the School of Business Adminis- 
tration of the University of South Carolina. 

Charles Rollins has been appointed instructor in economics at Stanford University. 
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Gideon Rosenbluth has resigned from Stanford University to accept an appointment as 
associate professor of economics at Queen’s University, Kingston, Ontario. 

Simon Rottenberg has been appointed assistant professor of economics at the University 
of Chicago. 
IB C. Routson has been appointed instructor in marketing at the University of 

inois. 

L. Rucker has been appointed instructor in economics in the department of economics 
and business administration of Alabama Polytechnic Institute. 

Richard Ruggles has been promoted to professor of economics at Yale University. 

Norman B. Ryder, formerly of the University of Toronto, has been appointed to the 
staff of the Scripps Foundation, Oxford, Ohio. ; 

Theodore R. Saidin is at Lahore as a member of the Washington State College-F.0.A. 
program with the University of the Punjab in Pakistan. 

Henry N. Sanborn has been appointed lecturer in economics at Michigan State College. 

David J. Saposs, formerly with the Bureau of Labor Statistics, is now research associate 
with the Harvard Labor-Management History Research Project of the Littauer School. 

William E. Schlender has been appointed instructor in management at Ohio State Uni- 
versity. 

Eugene R. Schlesinger has been appointed assistant professor of economics in the School 
of Commerce of New York University. 

Sterling H. Schoen has been promoted from assistant professor to associate professor 
of management at Washington University. 

Eugene Schooler has been appointed assistant professor of economics at the University 
of Kansas. 

Leon M. Schur has been appointed instructor in business administration at Louisiana 
State University. 

Eli Schwartz has been appointed assistant professor in the department of finance at 
Lehigh University. 

Robert J. Schwartz has resigned from the staff of Columbia Pictures Corporation to 
accept a position with the Amalgamated Bank of New York. 

Glenn R. Scott, formerly of Mississippi Southern College, is now assistant professor of 
accounting at the University of Tennessee. 

William G. Scott has been appointed faculty lecturer in management in the School of 
Business of Indiana University. 

Ralph Seward is visiting professor at the New York State School of Industrial and 
Labor Relations, Cornell University. 

John Sheahan has been appointed instructor in economics at Williams College. 

Douglas S. Sherwin, on leave from the Phillips Chemical Company, is secretary of the 
Federal Facilities Corporation, an agency administering the government synthetic rubber 
and tin programs. 

Allen M. Sievers has been appointed associate professor of economics at the University 
of Florida. 

Paul Simpson, formerly of the University of Oregon, has accepted a position with the 
Board of Governors of the Federal Reserve System. 

Harlan M. Smith has been promoted from assistant professor to associate professor at 
the University of Minnesota. 

Robert E. Smith has been appointed assistant professor of economics in the College 
of Business of the University of Utah. 

Stanley L. Sokolik, formerly of Ohio State University, is assistant professor of market- 
ing at Washington University. 

Daniel L. Spencer, formerly of Berea College, has been appointed assistant professor 
of economics at the American University. 
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Irwin M. Stelzer has been appointed instructor in economics at the University of 
Connecticut. 

Charles J. Stokes has been appointed dean of the college at Atlantic Union College 
and has been promoted to professor of economics and business. 

Paul Studenski, of the School of Commerce and graduate division of New York Uni- 
versity, has been designated professor emeritus of economics. 

Glenn W. Sutton has been granted leave from the College of Business emuneecece 
of the University of Georgia to serve as U.S. Tariff Commissioner. 

Ralph D. Swick has been promoted to associate professor of accounting in the School 
of Business of Indiana University. 

William N. Talmers has been appointed assistant professor of economics at Bucknell 
University. 

Selig Taubenblatt, of the University of Michigan, has been appointed Ford instructor 
in economics for the current academic year. 

Pedro C. M. Teichert has been appointed instructor in economics at Louisiana State 
University. 

Philip S. Thomas has been appointed instructor in economics at the University of 
Michigan. 

Courtland Thompson has been appointed instructor in management in the University 
of Miami School of Business Administration. 

William O. Thweatt has been awarded a studentship at Nuffield College, Oxford under 
an extended Ford Foundation grant. 

Howard L. Timms has been appointed faculty lecturer in management in the School 
of Business of Indiana University. 

James Tobin has been appointed director of research in the Cowles Foundation for 
Research in Economics at Yale University. 

C. F. Joseph Tom has resigned from Beloit College to accept an appointment as assistant 
professor of economics at Lebanon Valiey College. 

Joseph Towle, of Northwestern University, has been appointed professor of management 
at Washington University. 

Paul B. Trescott is now assistant professor of economics at Kenyon College. 

Merlyn N. Trued, formerly of the University of Virginia, has accepted a position in the 
research division of the Federal Reserve Bank of New York. 

Ross M. Trump has been promoted from professor of marketing to dean of the School 
of Business and Public Administration at Washington University. 

John G. Turnbull has been promoted from associate professor to professor of economics 
at the University of Minnesota. 

Stanley Vance has been promoted from associate professor to professor of industrial 
administration in the School of Business Administration of the University of Massachu- 
setts. 

R. S. Van de Woestyne, associate dean and dean of students in the School of Business 
of the University of Chicago, has been promoted to professor of business administration. 

Malcolm E. Wallace is now production change analyst, Temco (Garland) Aircraft 
Corporation, Garland, Texas. 

Merle Welshans has been appointed associate professor of finance at Washington Uni- 
versity. 

James E. Wert, formerly of Ohio State University, is now assistant professor of finance 
at Lehigh University. 

John T. Wheeler is on leave from the University of Minnesota to serve as visiting 
associate professor at the University of California, Berkeley. 

William L. Wilbur has been appointed assistant professor of economics at Memphis 
State College. 
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Samuel A. Wolpert has been appointed lecturer in economics at Western Reserve Uni- 
versity. 

Norman J. Wood has been appointed assistant professor of economics at the University 
of Tennessee. 

Alvin B. Wooten, of the University of Arkansas, is visiting professor of economics at 
Texas A. & M. College. 

Stephen T. Worland has been appointed lecturer in economics at Michigan State College. 

Dennis H. Wrong has been appointed research associate in the department of political 
economy, University of Toronto, for the current academic year. 

Wallace O. Yoder has been promoted to associate director of the Bureau of Business 
Research and associate professor of business administration in the School of Business of 
Indiana University. 

Manuel Zaiac has been appointed instructor in the University of Miami School of 
Business Administration. 

Joseph Zemel has been appointed lecturer in business law in the University of Miami 
School of Business Administration. 

Reuben A. Zubrow has been promoted to associate professor of economics at the Uni- 
versity of Colorado. 


if 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative officers 
of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements to publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 

Communications should be addressed to: The Secretary, American Economic 
Association, Northwestern University, Evanston, Illinois. 


Vacancies 


Senior economic analyst: Mature American economist interested in career with Ameri- 
can oil company in the Middle East. Require good academic training in economic 
theory, statistics, international trade, foreign exchange, accounting, and supporting 
courses, plus experience in application of advanced economic training to analysis of 
operating and financial problems and problems of underdeveloped economies. Ad- 
vanced degrees preferred and adaptability to foreign languages and customs desirable. 
Write, giving full particulars regarding personal history and work experience. Please 
include telephone number. P167 


Economists Available for Positions 


Labor, history of economic thought, international economics, business cycles, economic 
principles: Man, 35, Ph.D. Six years of teaching experience; government, research 
experience; publications. Currently teaching. Desires teaching position. E419 


Labor, comparative economic systems, current economic problems, economic history, 
economic and social thought, money and banking, public finance, international trade, 
personnel and manpower policy: Man, 37, married, M.A., and Ph.D. residence 
completed at Columbia University. Six years of teaching economics and social science 
as well as background in adult education; 3 years as editor and research director 
in the book publishing and public relations field dealing with labor relations; 3 
years of personnel and industrial relations work in industry; market and opinion 
research experience. Interested in teaching, research, writing, editorial and/or ad- 
ministrative positions. E434 


Industrial surveys, personnel management, market research, international economics: 
Man, 36, Ph.D. Extensive experience with industry, government, advertising, foreign 
intelligence; various teaching positions; publications; supervisory, editorial, public 
relations, and lecturing experience. Several foreign languages. Presently employed 
in New York City headquarters of an international organization. Interested in more 
responsible position with industrial, commercial company or large university. E450 


Economic history, history of economic thought, economic theory, money and banking, 
business cycles, international trade and economics, economic geography, corporation 
finance, investments, marketing: Man, 29, married, Ph.D. (Rotterdam). Resident in 
Canada for 3 years; fluent English and 4 other languages; dissertation, written in 
English, published. Some industrial and teaching experience. Desires teaching, re- 
search, or advisory position. Available on 4 weeks’ notice. E513 


Business cycles, economic development, public control, transportation: Man,. 35, 
M.A., Ph.D., University of Pennsylvania. Nine years of teaching experience at lead- 
ing institutions; 5 years in industry. Broad familiarity with manufacturing and trans- 
port industries; good publication record. Desires teaching and/or research. Available 
January, 1955, if necessary. E528 


Economic development of underdeveloped areas, socioeconomic pinning, interna- 
tional economics, international relations, economics, African problems and develop- 
ment: Man, 38, married; M.A. (economics), University of Nebraska; M.A. (inter- 
national administration), Columbia University; Ph.D. thesis to be completed in 
December, 1954, University of Chicago. Four years of field research and traveling 
fellowships in Africa and Asia; teaching and public lecturing experience; partici- 
pated in conference on Africa and economic development, Cambridge University, 
1954, at invitation of British government and now preparing material for publica- 
tion. Available for teaching and/or research in January, 1955. E534 


Principles, government and business, government and labor, economic history, 
regional development, comparative economic systems, labor economics, economic 
theory: Man, 31, married, Ph.D. Four years of teaching and 2 years of research 
experience; publications. Will consider any location but prefers midwest or West 
Coast. Seeks position for June or September, 1955. E535 


Economic principles, labor, economic thought, economic history, economic systems, 
corporation finance, marketing, money and banking: Man, A.M., Northwestern Uni- 
versity, Ph.D., Yale University. Fifteen years of economics teaching experience; 
government experience as section chief. Research project in economic history com- 
pleted. Available now. E536 


Theory of political economy, history of economic shought, economic history, com- 
parative economic systems, public finance, international economics: Man, 33, married, 
Ph.D. Seven years of umiversity teaching experience. Desires teaching position. 
Available in June or September, 1955. E537 


Transportation, public utilities, business and government, management, insurance, 
economic history, doctrine, theory, and other economics, business administration: 
Man, 35, married, M.B.A., Ph.D. Two years as government economist; 3 years of 
teaching. Desires teaching position at university with facilities and opportunity for 
reseatch. Available in fall, 1955. E539 


Sales and market analyst: Man, 30, B.S., M.S., in business administration. Proven 
leadership abilities. Presently holds key position in sales and market analysis section 
of top corporation and deals with all phases of business and sales management. Will 
consider position heading department in medium-size firm or as assistant chief in 
larger corporation. E540 


Politics and economics with banking and juridical pertinent implications: Man, 40, 
married; M.A., New York University; has recognized Central European Diploma 
of Law, Politics, Economics, and Business Administration. Holder of governmental 
classification as Foreign Affairs Officer and Intelligence Research Specialist; multi- 
linguist, with banking and international trade administrative background, carried 
into World War II officer's duty in related fields in the army and air force under 
four Allied flags. Free to travel. Available immediately. E541 


Economic and financial history, economic theor., public finance, money and banking, 
labor economics, corporation finance, investmen ; and allied subjects: Man, 40, married, 
Ph.D. Now teaching at large Eastern university. Interested in teaching position or 
perhaps a combination of teaching and some administrative work. E542 


Economic theory and principles, history of thought, public and private finance, and 
other subjects: Man, under 40, single, Ph.D., 1941. Experience in banking, private 
research, consulting, government service. Nineteen years of highly successful teaching 
at every level from freshman through Ph.D. program, in several types of institution, 
the past 7 years in a large state university, with permanent tenure. Has taught vir- 
tually every field in economics and business curriculum (except accounting and 
statistics), specializing in economic theory the past 7 years. Original contributions in 
scholarly and popular journals and in anthologies, in such diverse fields as economic 
theory, mortgage finance, women’s fashions, and baseball. Pioneering book being 
published this spring; three other books, including textbook, in advanced stages. 
Who's Who in the South and Southwest. Seeks better position; minimum rank, full 
professor; minimum salary in South, $7,000 for 9 months, more elsewhere. — 
in 1955. 543 


Economics of the firm, public utilities, principles, value and distribution theory, 

public finance, government and business, business cycles: Man, 33, married; M.A., 

University of Toronto, Ph.D., University of Wisconsin. Teaching since 1945; broad 

occupational experience, veteran, fellowships, articles in preparation. Desires teach- 

ing or position as economist for large firm. Available in June or September, ~~, 
5 


Public finance, price theory, national income analysis, social control, money and bank- 
ing, economic principles: Man, 30, married; Ph.D., summer, 1955. Two years of 
experience in a large state university teaching mainly advanced courses; 2 years of 
experience as an economist specializing in the analysis of prices and national income 
for a research division of the federal government. Currently teaching. Desires teach- 
ing and/or research position. E545 


Market and business analysis: Man, 33; B.B.A. and graduate work in economics, in- 
cluding business trends, monetary economics, national income analysis, statistics, 
marketing, accounting. Four years of research experience, 3 with major oil company. 
Statistical sales analysis, sales and population forecasting, area analysis, and product 
studies. Desires southern California location. E546 


Economic principles, histories, thought, and comparative systems, European, Ameri- 
can, and Ancient history, economic, human, and physical geography: Man, 40, mar- 
tied; British private schools; B.S., M.A. (U.S.), premedical and medical college 
(applied optics), 4th year; also completed undergraduate credit requirements for 
B.A. in sociology and B.S. in science. Responsible for all geography lectures at noted 
private English college; prepared seniors for entrance examinations to Oxford and 
Cambridge; director of seminars on international relations. Publications; lectures in 
14 countries; broadcasting; editing; independent university research at libraries of 
London, Capetown, Johannesburg, Paris, Berlin (frei Universiteit), Heidelberg, 
Brussels, Oslo, Copenhagen, Goteburg. Teaching both sides of the Atlantic. Con- 
tinuing work for the Ph.D. Desires teaching position at college or university. Avail- 
able immediately. E547 


Financial research and analysis, industrial organization and management, market re- 
search and writing, control, budget, economic relations with Near Eastern countries: 
Man, 49, married; European academic background equivalent to M.A. and Ph.D. in 
economics, business engineering and accounting. Twenty-four years of diversified 
experience of which 6 in Switzerland, in banking and investment combined with 
financing of industrial development, control, budget, and economic research; 5 years 
of lecturing; written several books and studies in Europe and United States on bank- 
ing, credit system, investment, and industrialization. Knowledge of several European 
languages and countries. Seeks position in research, writing, or teaching; also in- 
terested in investment-analyst or controller position. E548 


Labor economics, industrial relations, economic analysis, money and banking: Man, 
36, Ph.D., University of Chicago. Experience includes graduate and undergraduate 
teaching, top-level federal government position, university research, and industry. 
Interested in teaching and research. E549 


Economics, marketing, statistics: Man, Ph.D. residence requirements completed. 
Assistant professor and special lecturer for 5 years while conducting research on 
product development and studying for Ph.D. Previously, 10 years of marketing re- 
search; 5 years as government economist supervising ra training analysts. Available 
within commuting distance of New York City, fall, 1955. E550 


Labor, economic analysis, social security, medical economics, industrial relations, 
sample surveys: Man, 39, married, B.S., 4 years of graduate work, Twenty years of 
experience in government and private research; directed statistical, economic research 
program in employment, unemployment, benefits; now economist with national re- 
search organization; extensive survey and publication experience. Desires responsible 
research position. E551 
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THE JOURNAL OF MARKETING 


PUBLISHED QUARTERLY BY THE AMERICAN 
MARKETING ASSOCIATION 


Partial List of Contents, Vol. XVIII, No. 4, April, 1954 
An Appraisal of Census Programs for Marketing Uses .....Neil H. Borden et al. 
Application of Operations Research to Marketing and Related Management 
Mandatory Resale Price Maintenance of Distilled Spirits in California 


Productivity of Food Marketing Personnel .. Martin Kriesberg and R. W. Hoecker 


Subscription price, $6 per year in the U.S.; other countries, $7. Address communications to: 
Albert W. Frey, Editor-in-Chief, Dartmouth College, Hanover, N.H.; Lincoln Clark, Man- 
aging Editor, New York University, N.Y.; Thomas J. McGann, Business Manager, Iona 
College, New Rochelle, N.Y.; Harry Rosten, Assistant Business Manager, The New York 
' Times, New York City, N.Y. 


LAND ECONOMICS 


@ quarterly journal of 
PLANNING, HOUSING & PUBLIC UTILITIES 


Among articles to appear in the May issue: 


Land Reform in Bolivia Edmondo Flores 


The Role of Government in Influencing Changes in Housing in Baltimore: 
1940-1950 Morton Hoffman 


Kural Zoning in Minnesota: An Appraisal Carl H. Stoltenberg 


Plantation Agriculture in the United States: Seventeenth to Twentieth 
Paul Taylor 


Mechanics of the Urban Economic Base: General Problems of Identification 
Richard B. Andrews 


Cost of Capital Techniques Employed in Determining the Rate-of-Return 
for lic Utilities Leo G. Reeder 


Annual Subscription $6.00 


Sterling Hall, University of Wisconsin, Madison 6 


Merchandising Non-Food Items Through Supermarkets .........Joba D. Horn 

Homer Hoyt on Development of Economic Base Concept ........Homer Hoyt 

Single Copy $2.00 


“Bill thinks of the nicest things. 
. He gave me an extension telephone 
for the kitchen and one 
for the bedroom too.”” 


“Thanks ever so much, son, % 
for the extension telephone. * 
It’s a big comfort to have 
it close by in my bedroom.” 


HERE’S SOMETHING NEW 
AND DIFFERENT FOR CHRISTMAS 


Give an extension telephone 
to someone you love 


Have you been searching for something 
new and different in a Christmas gift? 
Something that is distinctive, yet practical, 
and will last the whole year through? 

You couldn’t do better than an exten- 
sion telephone for Mother or Dad, son 
or daughter, or Grandma and Grandpa. 
For 365 days and nights it will save steps, 
time and effort. And it’s mighty handy, 
too, in an emergency. 


If you'll order in time we'll do our best 
to install the extension telephone before 
Christmas. 


If that isn’t possible, we'll deliver the — «fy wife sure knows how to pick 
tclephone, attractively wrapped, so you out the right Christmas gifts. 
can put it under the tree with the other — Gave me an extension telephone 
gifts. Then we'll come around after Christ- for my hobby room downstairs.” 
mas and install it in bedroom, living room, 
or kitchen, or wherever you wish. 

The cost is small—just pennies a day for 
each extension telephone. Just call the 
business office of your local Bell telephone 
company. 
BELL TELEPHONE SYSTEM 


Sy 
i 


for courses in business 
administration 


G. Lloyd Wilson's 


TRANSPORTATION AND 
COMMUNICATIONS 


ECONOMICS, MANAGEMENT 
AND REGULATION 


This text combines a comprehensive and factual presentation of 
the structure and services of transportation and communications 
utilities in the United States with a discussion of their place in the 
economic, social, and political structure. Designed for introductory 
courses in transportation and communications, this new book is 
the first college text to cover both utilities in one volume. 


After a discussion of the economic principles which govern public 
utilities, the book follows a uniform pattern in dealing with each 
industry. First, the development and history of each form of in- 
dustry is discussed. Next, attention is given to the services rendered 
by the industry and the basis upon which its rates are determined. 
The organization and management of the industry are analysed, 
and then the relationship of the industry to the public and to other 
public utility industries is clearly delineated. Finally, the problem 
of governmental regulation of the industry is discussed in the light 
of statutory law and court and public service commissions’ de- 
cisions. References for further study are provided at the end of 
each section. 757 pages, price $6.00. 


Appleton-Century-Crofts 


Publishers of THE NEW CENTURY CYCLOPEDIA OF NAMES 


35 West 32 Street New York 1, N.Y. 


Please mention Tue American Economic Review When Writing to Advertisers 


. A CHECK LIST OF 
; IRWIN TEXTS IN 
Alt and Bradford: Business Economics: Principles and Cases 594 pp., 1951 
, Bloom and Northrup: Economics of Labor Relations, 
Revised Edition 800 pp., 1954 
Bratt: Business Cycles and Forecasting, Fourth Edition 635 pp., 1953 
Due: Government Finance: An Economic Analysis 580 pp., 1954 
a Due: Intermediate Economic Analysis, Revised Edition 581 pp., 1950 
Dunlop and Healy: Collective Bargaining: Principles and 
a Cases, Revised Edition 522 pp., 1953 : 
Grampp and Weiler: Economic Policy: Readings in Political ' 
Economy 406 pp., 1953 
—— Hanson and Cohen: Personal Finance: Principles and Case 
Problems 692 pp., 1954 | 
Harriss: The American Economy: Principles, Practices, and | 
Policies 1051 pp., 1953 
Kindleberger: International Economics 563 PP.» 1953 
- Locklin: Economics of Transportation, Fourth Edition 930 pp., 1954 
7 Plank: Public Finance 783 pp., 1953 
Scitovsky: Welfare and Competition 472 pp., 1951 
Shaw: Money, Income, and Monetary Policy 678 pp., 1950 
Snider: Introduction to International Economics 492 pp., 1954 
Spurr, Kellogg, and Smith: Business and Economic Statistics 592 pp., 1954 
PUBLISHERS FOR THE AMERICAN ECONOMIC ASSOCIATION 
RICHARD D. IRWIN, INC. 
1818 RIDGE ROAD HOMEWOOD, ILLINOIS 
Please mention Tuk American Economic Review When Writing to Advertisers 
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Monopoly and Competition in Banking 
By David A. Alhadeff 


A study of the effects of concentration in banking based on 
a market-structure analysis. A detailed comparison is in- 
cluded of costs, output, interest rates, and profits for unit 
banks and branch banks. $4.50 


Government Purchasing and Competition 
By Dickson Reck 


Shows how large-quantity buyers, such as governments, in- 
stitutions, and large industrial and commercial firms, can 
substantially improve the effectiveness of their purchasing 
policies, thus benefiting not only themselves but the economy 
as a whole. $4.00 


Arbitration of Wages 
By Irving Bernstein 


An examination of the why’s and wherefore’s of arbitration, 
showing why it is sometimes substituted for collective bar- 
gaining, when it works most successfully, and its effects on 


wages. $3.50 


Theory of Fiscal Economics 
By Earl R. Rolph 


One of the few systematic examinations of tax theory since 
Pigou’s celebrated work. The author reaches somewhat 
unorthodox conclusions for he adopts a stock-flow type of 
monetary theory instead of viewing income as the crucial 
determinant of present expenditures. $4.50 


The Pacific Coast Maritime Shipping 
Industry, 1930-1948 


Volume II, An Analysis of Performance 
By Wytze Gorter and George H. Hildebrand 


Volume I of this two-volume study gave evidence of the 
instability and decline of the Pacific Coast shipping industry. 
The new volume digs into the underlying causes for this, 
and the prospects for its future. $5.00 


At your bookstore 


UNIVERSITY OF CALIFORNIA PRESS 
Address: Berkeley 4, California 


Please mention Tue American Economic Revirew When Writing to Advertisers 


WHAT WILL THE PRICE LEVEL 
BE WHEN I RETIRE? 


How much will a new suit cost? A pair of shoes? The daily pur- 
chases at the grocery store? Books, travel, the other things that make 
the years of retirement worth while for the educator? 


Inflation is causing real hardship today for anyone who retired 
on a fixed income. He receives the same number of dollars in his 
pension check each month, but he has seen his purchasing power 


dwindling away in recent years. 


A pioneering type of annuity, available only to college staff mem- 
bers, now tries to do something about this problem. Educators may 
pay up to 50% of their annuity premiums to the new College Re- 
tirement Equities Fund; the balance of the premium to TIAA. 


The unique CREF variable annuity is based upon common stocks; 
it will pay more annuity dollars when common stock prices and earn- 


ings are high—generally, when the cost of living is high. The TIAA 
annuity pays a level number of dollars regardless of economic 
trends, thereby giving greater purchasing power when the cost of 
living is low. This balanced system tends to hedge against both in- 
flation and deflation. 


Any employee of a college or university is eligible. Write for 
further details; we employ no agents. 


TEACHERS INSURANCE AND ANNUITY ASSOCIATION 
COLLEGE RETIREMENT EQUITIES FUND 


522 Fifth Avenue New York 36, N.Y. 


Please mention Tax Auznican Economic Review When Writing to Advertisers 
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THE REGULATION OF BUSINESSMEN 


Ropert E. Lane. This study focuses on the social relations aspects 
of regulation and shows economic control to be a case of regulation of 
businessmen as well as of business. The author has interviewed busi- 
nessmen, examined business law violations, and analyzed business 
publications to trace the present patterns in regulation. $3.75 


THE ECONOMICS OF RECESSION AND REVIVAL 


KenneTH D. Roose. An interpretation of 1937-38, showing causes 
and solutions, contributing toward the development of a public policy 
which might prevent any severe recurrence. $4.00 


AT YOUR BOOKSTORE 
YALE UNIVERSITY PRESS 
NEW HAVEN 7 CONN 


—Lippincott Books 


ECONOMICS OF THE LABOR MARKET 
Joseph Shister 
READINGS IN LABOR ECONOMICS AND 
INDUSTRIAL RELATIONS 
Joseph Shister 
GENERAL ECONOMICS: AN INTRODUCTION 
Allen Sievers 
GOVERNMENT AND COLLECTIVE BARGAINING 
Fred Witney 
AN INTRODUCTION TO SOCIAL SCIENCE 


(Personality ... Work . . . Community) 
Arthur Naftalin — Benjamin Nelson — Mulford Sibley 
Donald Calhoun — Andreas Papandreou 


B. Lippincott Company Chicago _— Philadelphia 
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ELEMENTARY ECONOMICS, Second Edition 


By J. A. NORDIN, Iowa State College, and VIRGIL SALERA, formerly Iowa 
State College 


OUTSTANDING FEATURES OF THE REVISION: 

®@ Many of the changes made in this new edition are based upon field research and sugges- 
tions of the many teachers who were acquainted with the first edition. 

@ National Income approach has been retained. The first chapter on national income deals 
with its meaning and with the significance of the central concepts. All explanation of 
forces determining equilibrium national income is postponed until money and banking 
problems have been introduced. 

@ Extensive substantive changes have been made in chapters dealing with national income, 
prices, banks, wages, economic stabilization, social security, and international economics. 

783 pages @ 5%” 8%” April 1954 


RUSSIA'S SOVIET ECONOMY, Second Edition 
By HARRY SCHWARTZ, Specialist on Soviet Affairs, New York Times 


Formerly at the University of Syracuse, Schwartz combines scholarship, journalism and 
considerable sleuthing to give your students facts—not opinions—about Russia. Your 


students will learn how a Soviet factory is run, how a collective farm is managed, how 
a Soviet trade union differs from the Western idea of such an organization. Schwartz 
reports on the struggle over East-West trade, Soviet progress in nuclear physics, the 
formerly secret Soviet Economic Plan for 1941, and other important events since the first 
edition’s publication. 

682 pages @ 55%” x 834” @ Published September 1954 


AMERICAN PUBLIC FINANCE, Sixth Edition 


By WILLIAM J. SHULTZ, City College of New York and C. LOWELL HARRISS, 
Columbia University 


OUTSTANDING FEATURES OF THE NEW SIXTH EDITION: 


1. Complete and thorough revision throughout. 

2. Brings up to date all developments in American statutory and judicial fiscal law; 
economic and social trends in American governmental expenditure, taxation, and debt 
management; and recent developments in fiscal theory. 

. Provides an enlarged, integrated presentation of Fiscal Policy. Although treated through- 
out the text, an enlarged presentation appears in chapters 28 and 29. 
704 pages @ 6" % 9" @ Published May 1954 


PRENTICE-HALL, + 70 FIFTH AVENUE, NEW YORK 
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ESSENTIALS OF RETAIL SELLING 


By J. Whitney Bunting 


A Wharton School Graduate, Dr. Bunting has 
combined college teaching and business experi- 
ence. This introductory text in retail operation is 
the result and was compiled with the assistance of 
educators, business men, store executives, research 
organizations, and students. It embraces all phases 
of retail selling and is fully illustrated. Selected 
by The Library Journal as one of the 50 Best Busi- 
ness Books of 1954. $2.50 


THE RESEARCH PAPER 
By Florence M. A. Hilbish 


“Description of the procedure in writing a re- 
search paper, explaining and illustrating every 
step of the process from choosing a subject to 
final organization and presentation of completed 
manuscript. . . . A suitable manual for students 
and useful reference tool for libraries. . . .’” Book- 
list of the American Library Assn. $2.95 


INTRODUCTION TO THE ANTI- 
TRUST LAWS 


By A. T. Dietz 


“'The title of the book describes it fully. In addi- 
tion to discussing the seven major laws and their 
geneses, it covers patents, the price-basing point 
system, criminal penalties, civil remedies, consent 
decrees, and injunctions."” N. Y. Times Business 
Bookshelf. $2.00 


CANADA AND THE INTER- 
NATIONAL BUSINESS CYCLE, 
1927-1939 


By Edward Marcus 


One of the serious gaps in business cycle literature 
is on the subject of the transmission of cyclical 
influences from one country to another. Not only 
is the theory relatively skimpy, but the factual 
studies on which such a theory might be more firmly 
erected are also inadequate. It was to help meet 
this need that the current work was undertaken. 
$3.75 


Bookman Associates Inc. 
“The House of Specialized Studies” 
34 East 23 Street, New York 10 


Economics: 


TRENDS AND ISSUES 
A Book of Readings 
SECOND REVISED EDITION 

Edited by Scotr KEYEs 


“, .. contains an impressive list of 
contemporary contributors, drawn 
with few exceptions from the 
ranks of professional economists. 
The articles give a beginning stu- 
dent an excellent sampling of 
many current economic problems 
and the techniques used by those 
working on them. . . a most useful 
educational tool.” 
AMERICAN ECONOMIC REVIEW 


Adopted for the introductory 
course by the following: Columbia 
University, Yale University, Stan- 
ford University, Bryn Mawr, In- 
diana University, Pennsylvania 
State College, Johns Hopkins Uni- 
versity, University of California 
and many others. | 


SEND FOR YOUR 60 DAY 
EXAMINATION COPY 
512 pp., indexed, $2.90 


WHITTIER BOOKS, INC. 
34 East 23rd Street 
New York 10, N.Y. 
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“, .. a solid book and a fascinating 


one.” New YorK TIMES 


Managing Securities 


THE BASIC PRINCIPLES OF INVESTMENT 


SIDNEY M. ROBBINS 
University af Toledo 


This unusual text presents the realistic ob- 
servations of an author who is experienced 
both as a security analyst and as a teacher 
of finance. Flexible enough to fit almost 
any first course in investments, the book 
provides full coverage that is up-to-date 
in every particular. 


Business Cycles 


EARL C. HALD 
University of Washington 


Business Cycles covers cycle control more 
comprehensively than any other textbook 
available. In addition, critical aspects of 
cycle analysis are discussed in a distinctive 
and thorough survey. 


This modern volume is intended as a text 
for the standard course in business cycles 
given in college departments of economics 
and schools of business administration. 


Houghton Mifflin Company 
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THE STRUCTURE OF AMERICAN INDUSTRY 
revised edition by Walter Adams 


Through a series of analytical and comparative studies of thirteen leading in- 

dustries, this text presents a broad view of the patterns of American economy, 

and a comparison of the forms of market structure and types of market behavior. 
1954 590pp. $5.75 


A KEY TO MODERN ECONOMICS 
by David McCord Wright 


In simple, non-technical language, the book discusses the basic ideas that make 
economics valuable and important today and presents the problems in terms of 


alternative social systems. 
1954 520pp. $4.75 


PRIVATE ENTERPRISE AND PUBLIC POLICY 
by Melvin Anshen & Francis D. Wormuth 


Here is a broad survey and a critical analysis of all programs—national, state, 
and local—by which government comes into contact with economic life. 
1954 742pp. $6.75 


PRINCIPLES OF ECONOMICS 
by F. R. Fairchild, N. S. Buck & R. E. Slesinger 


Based on Fairchild, Furniss, and Buck’s Elementary Economics, this text presents 
in clear, expressive language the fundamental principles that explain the opera- 


tion of the American economic system. 
1954 780pp. $6.00 


ELEMENTARY STATISTICS FOR JOURNALISTS 
by David M. White & Seymour Levine 


This new text examines in simplified terms the descriptive and analytical tools 
used in journalistic research. It is organized around a series of hypothetical 
problems with each problem carried through the various stages of statistical 
analysis. 

1954 84pp. pa.$1.50 


The Macmillan 


60 FIFTH AVENUE, NEW YORK 11, N.Y. 
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meGRAW-HILL 


PRICES, INCOME, AND PUBLIC POLICY: The ABC’s 
of Economics 
By CLARK LEE ALLEN, Texas A. & M. College, JAMES M. 
BUCHANAN, and MARSHALL R. COLBERG, Florida State Uni- 
versity. 430 pages, $5.00 


Here is a well-balanced treatment of the basic principles of resource allocation and 
national income determination in a private enterprise economy. A chapter devoted to 
political economy provides a vivid picture of the manifold economic activities of the 
present government. These activities are carefully appraised in the light of basic principles 
developed earlier. Traditional price theory and national income theory are treated fully 
as in the new input-output approach. 


THE BUDGETARY PROCESS IN THE UNITED 
STATES: The Determination and Control of Federal 
Expenditures. 

By ARTHUR SMITHIES, Harvard University. In press 


This study, sponsored by the Committee for Economic Development, is concerned with 
the processes by which the Federal Government reaches expenditure decisions and em- 
phasizes the need for consideration of the budget as a whole. The entire problem of the 
budgetary process is surveyed and a wide range of specific proposals for improvement 
are suggested. It presents a brilliant contribution to budgetary theory and. practice for 
federal, state and local government personnel, economists, and courses in the field of 
government administration and public finance. 


PRINCIPLES OF MANAGEMENT 


By HAROLD D. KOONTZ and CYRIL J. O'DONNELL, University of 
- California at Los Angeles. In press 


Provides a conceptual framework within which the principles and techniques of manage- 
ment can be analyzed and explained, and systematically encompasses within this frame- 
work an up-to-date statement of the theory of management. The book covers the five 
functions of gers—organizing, staffing, directing, planning, and controlling—the 
activities in which every manager at any organizational level in any type of endeavor 
engages. 


ECONOMIC ACCOUNTING 


By JOHN P. POWELSON, International Monetary Fund, Wash- 
ington, D.C. In press 


This book, which provides a course in accounting for students of economics and others 
in the liberal arts, includes both business accounting principles and aggregate state- 
ments. Among the latter are the national income and product account, the balance of 
payments, moneyflow accounts, and input-output tables. It explains the difference between 
business and economic concepts in accounting, relates accounting terms to economic ideas, 
and points out the areas in which accounting is valuable in economic analysis. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, INC. 


330 WEST 42no STREET, NEW YORK 36, N.Y. 
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Outstanding Books on Economics 


THE ECONOMIST IN THE TWENTIETH 
CENTURY and Other Lectures in Political Economy 


By LIONEL ROBBINS, Professor of Economics, University of London. Vital essays 
on outstanding problems of economic and financial policy, dealing 
mainly with the twin problems of internal stability and external 
equilibrium. Other principal topics include full employment, the dollar 
shortage, control of inflation, the Atlantic community, international 
financial reconstruction, commercial policy past and present, the 
mechanism of international payments and economic policy in war 
time. 225 pages, $4.00 


ESSAYS IN ECONOMIC HISTORY 


E. M. CARUS-WILSON, Editor. Twenty-two classic economic studies, long 
out of print, from the files of The Economic History Review and The 
Journal of Economic History. They cover such historically important 
subjects as medieval economic history, the age of maritime expansion 
and the beginnings of the industrial revolution and of joint stock 
enterprise. 450 pages, $10.00 


ESSAYS IN ECONOMIC ANALYSIS 


By ABBA P. LERNER, Professor of Economics, Roosevelt College. The brilliant 
collection of articles covering ideal output, foreign trade, and employ- 
ment and interest—now back in print. $8.00 


MONOPOLY & COMPETITION 
& THEIR REGULATION 


E. H. CHAMBERLIN, Editor. What is the present status of business monop- 
olies, and how can they be controlled? Based on a round-table conference 
held by the Jnternational Economic Association, this book forms the only 
up-to-date account of the problem of monopoly in nearly all major 
countries of the Western World, and a symposium of the views of the 
outstanding economic theorists today. 549 pages, $7.50 


Order from your bookseller, or ST MARTIN’S PRESS, New York 17 


Publishers in the United States of all books to which Macmillan & Co. 
Ltd., London have the world rights. 
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Announcing the forthcoming publication of 


Essays in Public Finance 
By GERHARD COLM 
To be published in the early Spring of 1955 
and the second edition of 


The Social Framework of 


the American Economy 


By JOHN R. HICKS, Oxford University 
ALBERT G. HART, Columbia University 
and JAMES W. FORD, Vanderbilt University 


To be published in the Spring of 1955 
Current and Important Books 
By JOSEPH A. SCHUMPETER 
History of Economic Analysis 


The entire history of economic analysis from the beginnings of eco- 
nomic thought through the Marshall-Wicksell Apparatus and 
“Monumental . . . truly outstanding . . . A Bible for students of 
economics.” —N.Y. Times Book Review 

1285 pp. 1954 $17.50 


Economic Doctrine and Method 


An Historical Sketch 


The first translation into English of Epochen der Dogmen- und 


Metthodengeschichten. 
207 pp. 1954 $3.50 


By WASSILY LEONTIEF 
Studies in the Structure of 


the American Economy 


A partial summary of four years’ work by the Harvard Economic 
Research Project, dealing with theoretical and empirical applications — 
of input-output analysis. 

544 pp. 1953 $11.00 


The Structure of the American 
Economy, 1919-1939 


Application of the general equilibrium theory to the empirical 
analysis of the structure of the American economy in 1919, 


1929, and 1939, 
288 pp. Second ed. 1951 $7.00 


OXFORD UNIVERSITY PRESS, Inc., 114 Fifth Avenue, New York 11 


Please mention Tue American Economic Revirw When Writing to Advertisers 


| 
| 
| 


A New Book... 


BUSINESS 
FLUCTUATIONS and 
(Already used in many FO RECASTING 


leading universities) By Dr. Carl A. Dauten 


BUSINESS FLUCTUATIONS AND FORECASTING is a new type of book 
devoted to theory and practice. It gives the prospective businessman the in- 
formation that he needs about business fluctuations and the practical methods 
of forecasting them. 


The early chapters dealing with fluctuations build the background for the 
process of forecasting. This book has the most complete section of forecasting 
of any textbook in the field. 


The forecasting techniques are based upon a sound knowledge of business 
_ ¢ycles, the causal factors that are at work, and an analysis of present situations. 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Beonomic Education) 
Cincinnati 2. New Rochelle, N.Y. Chicago § San Francisco 3 Dallas 2 


INTERNATIONAL ECONOMIC PAPERS, No. 3 


Translations prepared for the International Economic Association 


CONTENTS 


On the Concepts and Methods of the Stockholm School . . . . . . TORD PALANDER 
Ekonomik Tidsskrift, 1941 
The Enigma of the Business Cycle . . . . . .. =.=. +. +. +» +« KNUT WICKSELL 
Statspkonomisk Tidsskrift, 1907 
With a New Introduction by the Author 
Handwérterbuch der Staatswissenschaften, 1923 
On the Economic Principle 
A Correspondence between B. Croce and V. Pareto 
Giornale degli Economisti, 1900 and 1901 
On the Economic Principle . . . . .. . . . +. BENEDETTO CROCE 
On the Economic Phenomenon . .... . . VILFREDO PARETO 
On the Economic Principle . . . . . . =. =. =. +. » BENEDETTO CROCE 
On the Economic Principle . . . . . . =. +. VILFREDO PARETO 
Customs Unions and National Interests . . . . . . . . . « + »« MAURICE BYE 
Economie Appliquée, 1950 
Underemployment in Underdeveloped Economies . . . . IFIGENIA DE M. NAVARRETE 
El Trimestre Econémico, 1951 and ALFREDO NAVARRETE Jr. 
A Comparison of Marxian and Keynesian Dynamics . . « « 
Jahrbiicher fiir Nationalék ie und Statistik, 1950 


London New York 
Macmillan & Co. Ltd. Price $3.50 The Macmillan Company 


A cial price of $2.80 net, plus 12 cents postage, has been arranged in co-operation with The Mac- 
milan Company for members of the American Economic Association, Purchases at the special rate 
may be made by placing an order with Dr. James Washington Bell, Secretary, American Economic Associa- 
by ~* nana University. A covering check, made out to The Macmillan Company, must accompany 
the order. 
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The PRACTICE 
of MANAGEMENT 


By PETER F. DRUCKER 


This thoroughly practical work, by a well- 
known consultant on management problems 
to many great corporations, is a stimulating 
text for advanced students of management. It 
provides a discussion of the nature and func- 
tioning of managerial talent, with illustra- 
tions drawn from such corporations as Sears 
Roebuck, General Motors, American Tele- 
phone, Ford, Chrysler and IBM. 


404 pages, Text Edition $3.75 


NEW 
HARPER TEXTS 
FOR COLLEGE 
COURSES 
IN ECONOMICS 


October 


PERSONNEL 
CASE STUDIES 


By FLORENCE PETERSON 


A small, inexpensive volume, designed for 
supplementary text use in courses in per- 
sonnel administration. Fifty cases are pre- 
sented, all based on actual experience, and 
selected to represent typical day-to-day oc- 
currences in any industrial plant. Each study 
includes a statement of the problem, descrip- 
tion of the shop situation, workers’ and em- 
ployers’ sides of the story, the settlement, 
and questions to guide class discussion of 


the case. 


345 pages 


GOVERNMENT 
and BUSINESS 


REVISED EDITION 
By VERNON A. MUND 


A thorough and careful revision of a leading 
text in the field. Recent trends and develop- 
ments, which have changed drastically in re- 
cent years, are presented. The author presents 
the case for and against a number of con- 
troversial issues, and discusses many recent 
topics. A feature of the new edition is an 
appendix of sixteen “landmark” decisions, 
with notes and study questions, for use in 
classes which emphasize the case problem 
approach. 
December 


725 pages $6.00 


$3.00 


December 


Harper & Brothers 
Publishers 
49 East 33d Street 
New York 16, 
New York ‘ 
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THE UNEASY CASE FOR 
PROGRESSIVE TAXATION 


By WALTER J. BLUM and HARRY KALVEN 


@ In this extremely timely examination of the arguments 
pro and con progressive taxation, the authors present a 
systematic and critical examination of its legal, economic 
and social position in America today. “. . . worth careful 
study not only by lawyers, but by .. . citizens . . . who 
hitherto assumed that steeply progressive surtax rates are At your bookstore, 
an axiomatic American institution, like the Bill of _— a 


Rights.”—American Bar Association Journal. “. . . It OF 

CHICAGO PRESS 
5750 Ellis Ave., 
for the last.”—Annals of the American Academy of Chicago 37, II. 


Political and Social Science. $2.50 


should do for this generation what Seligman’s work did 


L’industria 


Review of Political Economy 
Editor: Ferdinando Di Fenizio 


Summary of Issue n° 2/1954 


J. Tinbergen On the Theory of Economic Policy 
S. Cherubino On Linear Input-Output Analysis for Industry 


M. Verhulst Contribution to a Theory of Aggregation of Partial Equilibriums in 
the Production Fie 


F. Di Fenizio Four Years After: the General Report for 1953 


A. Pastore The Intellectual ‘“‘Homo Faber’’ in the Dialectic Materialism of 
Karl Marx 


S. Ricossa Comparative Notes on Some Linear Models of Production 
A. Amato Monetary or Fiscal Policy for Full Employment? 
M. Talamona Work in Progress in Italian and Foreign Economic Research Institution 


Each number contains summaries in English of the original articles. 
Annual Subscription rate for Abroad: Lire 6.000. Anyone interested may send for a sample copy. 


Editorial and Administrative Offices: Via Farneti, 8, MILANO, ITALY. 
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m@ @ EMPLOYMENT EXPANSION AND 
POPULATION GROWTH: 


The California Experience, 1900-1950 
By Margaret S. Gordon 


A study of California's economic development during the first half of the 
present century concerned primarily with the relationship between an extra- 
ordinarily rapid rate of population growth and the pattern of employment 
expansion in the state. It examines the reasons why people were attracted 
to California, and whether population growth is likely to “outrun” the ex- 
pansion of employment. Of unusual interest to industrial and labor leaders, 
government officials, economists, and population experts, as well as to 
general readers interested in the rise of a complex modern industrial 
economy on the Pacific Coast of the United States. 224 pages, tables and 
charts. $3.50 


WORLD TRADE POLICIES 


The Changing Panorama 1920-1953 
A Series of Contemporary Surveys 


By Henry Chalmers 


"These extraordinary studies . .. will provide invaluable reading for courses 
in foreign trade; they will be most helpful to the researcher seeking orienta- 
tion in a vast field; and they ought to be a source of real enlightenment 
to anyone concerned with the trade policies of the nation." "All material 
was first-hand information. . .. This alone would give great value to these 
surveys, based as they are on such a wealth of authentic, otherwise largely 
unavailable sources. Their even greater merit, however, lies in the manner 
in which the author uses this doubtlessly formidable mass of raw informa- 
tion to create a vivid, intensely interesting picture of national trade policies 
in relation to world history at large.""—American Economic Review, Septem- 
ber 1954 


HOUSEBUILDING IN TRANSITION 


Based on Studies in the San Francisco Bay Area 
By Sherman J. Maisel 
“Far more than another book on construction it is an excellent case study 


in the theory of competitive industry using a novel methodology."— 
American Economic Review, June 1954 


At your bookstore 


UNIVERSITY OF CALIFORNIA PRESS 
Address: Berkeley 4, California 
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BANKING SYSTEMS 
Benjamin Haggott Beckhart, Editor 


Presenting much recent information difficult to obtain elsewhere, this book 
provides both a definitive comparison of banking systems throughout the 
world and an authoritative account of the ways in which banking systems 
have adjusted themselves to and have promoted economic developments. 


It contains complete, concise descriptions of the banking systems of six- 
teen countries in the Americas, Europe, and Asia. Experts write on the 
financial structure and practice in Australia, Brazil, Canada, Cuba, France, 
Western Germany, India, Italy, Japan, Mexico, the Netherlands, Russia, 
Sweden, Switzerland, the United Kingdom, the United States. $13.50 


CONTRIBUTIONS OF SURVEY METHODS 
TO ECONOMICS 
Lawrence R. Klein, Editor 


Here, for the first time, consumer surveys are analyzed in such a way as 


to show simultaneously the general trend of consumers’ decisions and how 
consumers reach their decisions. The influence of psychological attitudes 
on economic behavior is analyzed statistically. The book consists of a series 
of studies undertaken by the Survey Research Center, University of Michi- 
gan. The conceptual problems, analysis of consumer decisions in terms of 
both economic and psychological variables, statistical methods for deter- 
mining multivariate relationships, and the use of survey methods in busi- 
ness cycle research are discussed in detail. $5.00 


Columbia University Prose 


2960 Broadway . New York 27 
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Coming in 1955... 
FISCAL POLICY 


ITS TECHNIQUES AND INSTITUTIONAL SETTING 
James A. Maxwell, Clark University 


This practical and intensive text places fiscal policy in its institutional setting. 
The author defines fiscal policy as the use of governmental expenditure 
and revenue as balancing factors to insure economic stabilization. Professor 
Maxwell's book takes into account political, administrative, and economic 
realities. A much needed contribution to the literature on the subject. 
To be published January 2, 1955; proboble price, $3.50 


ECONOMICS Revised Edition 
Shorey Peterson, University of Michigan 
1954, 827 pages, $5.75 


INTERNATIONAL ECONOMICS AND PUBLIC 
POLICY 

Harry G. Brainard, Michigan State College 

1954, 706 pages, $6.00 


FINANCING GOVERNMENT Fourth Edition 


Harold M. Groves, University of Wisconsin 
1954, 618 pages, $6.00 


READINGS IN ECONOMICS FROM FORTUNE 

Edited by Richard E. Mulcahy, University of San 
Francisco 

1954, 153 pages, $1.00 


URBAN REAL ESTATE 

Ernest M. Fisher, Columbia University, and 
Robert M. Fisher 

1954, illus., 498 pages, $5.00 


A GRAPHIC APPROACH TO 
ECONOMICS Revised Edition 
Selected Principles and Problems 

K. William Kapp, Brooklyn College, and 
Lore L. Kapp 

N.Y. | 7 1954, 152 pages, paper-bound, $1.90 


H 
E 
N 
R 
Y 
H 
O 
L 


Please mention American Economic Review When Writing to Advertisers 


‘ UNIVERSITY 
PRESS 


LONG-RANGE ECONOMIC PROJECTION 
By SIMON KUZNETS, WILLIAM FELLNER, ARTHUR SMITHIES, et. al. 


Probably the most comprehensive discussion ever undertaken of the problems 
involved and the methods used in predicting the shape of our economic future. 
It covers such important aspects of our economy as population, manpower, produc- 
tivity, the labor force, private capital formation, and government revenue and 
expenditures. Published for the National Bureau of Economic Research. 

490 pages. Charts. $9 


THE ECONOMIC DEVELOPMENT OF JAPAN 


Growth and Structural Change, 1868-1938 
By WILLIAM W. LOCKWOOD 


A description and analysis of one of the most dramatic and meaningful phe- 
nomena in the history of modern nations—the amazingly rapid rise of Japan from 
agrarianism to a position as one of the world’s leading industrial powers. Pro- 
fessor Lockwood studies the factors involved in this astonishing transformation, 
and discusses the consequences. 612 pages. Charts. $10 


MORTGAGE LENDING EXPERIENCE IN 
AGRICULTURE By LAWRENCE A. JONES and DAVID DURAND 


What is the answer to the widespread mortgage distress that plagued our 
farmers in the interwar years—particularly in the 1930’s—and how can we benefit 
from the lessons learned from that experience? The authors offer a perceptive 
assessment of the variations in failures to meet farm mortgage payments, and the 
causes of this failure. Published for the National Bureau of Economic Research. 

258 pages. Charts & maps. $5 


Order from your bookstore, or 
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INTERNATIONAL TRADE, 1953 


A PUBLICATION OF THE GENERAL AGREEMENT ON TARIFFS AND 
TrabDE. After an analysis of the structure and pattern of world trade 
during the year, the main developments in governmental action— 
tariffs, quantitative restrictions, export incentives, trade agreements— 

are reviewed. The report concludes with a description of the recent * 
activities of the Contracting Parties to GATT. $1.50 


WORLD ECONOMIC REPORT, 1952-53 


A UNITED NATIONS PUBLICATION. Sixth in a series of comprehen- 
sive reviews of world economic conditions, it is an appraisal of the 
world economic situation. This book analyzes major changes in 
domestic economic conditions and in international trade and payments 
from 1950 to 1953, with special emphasis on developments in 1952 
and 1953. $1.75 


THE UNIVERSITY TEACHING OF 
SOCIAL SCIENCES: ECONOMICS 


. A UNESCO PUBLICATION. Reports on teaching in eleven countries— 
Belgium, Egypt, France, Germany, India, Italy, Mexico, Sweden, the 
United Kingdom, the United States of America, and Yugoslavia. 
With a general survey by C. W. Gullebaud, University of Cambridge, 
and a chapter on the teaching of Econometrics, by G. Tintner, Iowa 
State College. Paper, $2.00; Cloth, $3.00 


INTERNATIONAL 
DOCUMENTS Columbia University. Prose. 


SERVICE 2960 Broadway . New York 27 
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SOVIET INDUSTRIAL PRODUCTION, 1928-1951 


By DONALD R. HODGMAN. The Russians claim that their planned 
economy is the most efficient ever developed. By working out a revised 
index of Soviet industrial production that measures Russian industrial 
growth more accurately than has been possible heretofore, and by apply- 
ing this revised index in a reassessment of Soviet achievement in 
industrialization, the author presents the most systematic and compre- 
hensive analysis of Russian industrial production ever published. Ap- 
pendices contain detailed phsyical output data, an explanation of the 
author’s statistical procedures, and the latest data on 1952-53 production. 
Russian Research Center Studies, 15. $5.00 


THE WELLAND CANAL COMPANY 


By HUGH 6G. J. AITKEN. In 1824, the British Colony of Upper Canada 
chartered this private corporation to construct a ship canal between Lake 
Erie and Lake Ontario. In this narrative history of that company (1824- 
1840), which focuses on the decision-making group, particular attention 
is paid to problems of promotion, construction, finance, and manage- 
ment. The book demonstrates the usefulness of the entrepreneurial ap- 
proach to economic history, and illustrates the persistent importance of 
the Great Lakes-St. Lawrence waterway system. Studies in Entrepreneurial 
History series. $3.50 


CONSTRUCTIVE LIBERALISM 


The Role of the State in Economie Development in Georgia to 
1860 

By MILTON SYDNEY HEATH. This new book completes a series of 
studies of early state activity in the economic affairs of four repre- 
sentative states. In this account of Georgia, Mr. Heath’s leading topics 
include land policy, human resources, commerce and industry, money and 
banking, internal improvements, railroads, regulation, taxes, and public 
debts. By his careful analysis of the role of the state—legislative, adminis- 
trative, and judicial—Mr. Heath makes a significant contribution to an 
understanding of this important period in the growth of American eco- 
nomic enterprise. $7.50 
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HARVARD UNIVERSITY PRESS 
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Harvard Economic Studies 


AN ECONOMIC HISTORY OF SWEDEN 

By ELI F. HECKSCHER;; Translated by GORAN OHLIN. The first 
publication in English of Heckscher’s one-volume condensation of his 
widely-respected four-volume Sveriges Ekonumisia fiisicriz, A com- 
prehensive picture of Sweden’s economic development from the Middle 
Ages to World War II: land distribution, agrarian reforms, growth of 


cities, social structure, foreign influence and ind 


development, population growth, coop..ratives, and the rise of the labor 
movement. Illustrated with maps. char‘s, and graphs. Harvard Economic 
Studies, 95. $5.00 


THE NEW ENGLAND FISHING INDUSTRY 

A Study in Price and Wage Setting 

By DONALD J. WHITE. A criticai review and analysis of one of New 
England’s major industries (and ome of the nation’s oldest) with recom- 
mendations for improving the performance of collective bargaining, 
union policies, production and ma keting, and wage-price determination. 
Major problems discussed: profi’ sharing controversies, the declining 
sources of supply, marketing difficulties, foreign and domestic competi- 
tion. A Wertheim Publication in Industrial Relations. Harvard Economic 
Studies, 94. $4.00 


METHODS OF CROP FORECASTING 


FRED H. SANDERSON, in the first book on the subject, examines in 
detail the different approaches to crop forecasting, and the principal uses 
for which accurate forecasts are nevded. Chapters on principal statistical 
tools, various methods of estimating acreage, different approaches to 
forecasting in the U.S. and abroad. Harvard Economic Studies, 93. $5.00 


Through your bookstore, or 
HARVARD UNIVERSITY PRESS 
4% Francis Avenue, Cambridge 38, Massachusetts 


Please mention Tue American Econom: Review When Writing to Advertisers 


- 
¢ 
} 
i 


RINEHART ANNOUNCES 
Three New Spring Publications 


OUR EXPANDING ECONOMY—An Introduction 
Ralph H. Blodgett, University of Florida 
Professor Blodgett again proves himself to be a superior expositor in a new 
text which emphasizes long-term growth and development as an integrating 
theme. The text features— 

* Extensive treatment of national income theory 

* A thorough introduction to business cycles 

* A major portion of the text devoted to aggregative economics 

* Four chapters on International Economics 

* Three chapters on Comparative Economic Systems 


THEORY OF PRICE AND RESOURCE ALLOCATION 

Richard H. Leftwich, Oklahoma Agricultural and Mechanical College 

An intermediate price theory written for the undergraduate, which will be 
equally valuable for application to practical economic probems or as a basis 
for advanced study of price theory. Graphic tools and techniques are de- 
veloped carefully without making demands on higher mathematical concepts. 


THE THEORY OF THE MIDDLE CLASS 


Henry Grayson, University of Maryland 


An original and provocative synthesis of economic, historical, social and 


philosophical implications of the role of the middle class. 


Just Published— 
—An Important Addition to 


THE RINEHART LIBRARY OF ECONOMICS 


Knut Wicksell—VALUE, CAPITAL AND RENT 


Available for the first time in English this admirable translation by S. H. 
Frowein, with an introduction by G. L. S. Shackle of the University of 
Liverpool, presents a major work of the great economic theoretician who 
was a precursor of modern macroeconomic theory. 
Price $3.50 
(VALUE, CAPITAL AND RENT may be purchased 
through your bookseller or directly from the publisher.) 


RINEHART AND CO., 232 MADISON AVE., N.Y. 
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RONALD Pl ‘ications 


MODERN LABOR ECONOMICS 
Pearce Davis and Gerald J. Matchett 
—both of Illinois Institute of Technology 


Expert analysis of the entire range of 
labor-management relations. Focuses on 
the collective bargaining agreement as 
the generally accepted method of set- 
tling wage and non-wage issues, and 
individual bargaining as an important 


alternative method. Integrates the many 
diverse facets of union-management ob- 
jectives; explains wage structure and 
differentials, labor supply and demand, 
organization, legislation, issues of pub- 
lic policy. 42 ills., 659 pages 


A HISTORY OF ECONOMIC THOUGHT 


John Fred Bell, University of Illinois 


This well-balanced textbook, clearly depicting the growth of economic 
thought from antiquity to the present, helps students to appraise the 
contemporary economic scene. Chronologically organized, the book 
evaluates the thinking of the great economists; discusses the principal 
doctrines, their influence on national policies and relation to present-day 
problems. Emphasizes value and price analysis and distribution theory. 

696 pages 


PRINCIPLES of REAL ESTATE 
Arthur M. Weimer, Indiana University; and 
Homer Hoyt, President, Homer Hoyt Associates 


Third Edition introduces the student 
to the principles of real estate and 
land economics. Viewing the study 
of real estate as primarily concerned 
with income production at fixed loca- 
tions, this textbook deals with the 


major economic, legal, and physical 
characteristics of real properties and 
the real estate business. Stresses mar- 
kets for residential, commercial, in- 
dustrial, and rural real estate. Questions, 
study projects, 70 ills., 618 pages 


FUNDAMENTALS of POLITICAL ECONOMY 


Dean A. Worcester, Jr., University of Washington 


In lively style this up-to-date textbook analyzes economic programs 
and problems in light of their effect on human liberties and the general 
welfare. Gives a working knowledge of economics in general, of the 
American economy in particular, and of the complex relationships to 
consider in evaluating economic progress. Proceeds from accepted 
economic facts to more involved material, showing how economic 
theory may be applied to concrete social situations. 33 #lls., 594 pages 


ECONOMIC HISTORY of GREAT BRITAIN 
W. Stanford Reid, McGill University 


Surveys the economic history of the 
British Isles from its early beginnings 
to the present—with emphasis on the 
period after 1715. Includes detailed 
discussion of the contributions of Scot- 
land, Ireland, and Wales to the British 


economy as a whole. Economic develop- 
ments are related throughout to views 
expressed in political, philosophical, 
and religious thought. Traces histori- 
cally the causes of Britain’s current 
economic difficulties. 8 maps, 557 pages 


THE RONALD PRESS COMPANY e« 15 E, 26th St., New York 10 
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THE FOUNDATIONS OF STATISTICS 


By LEONARD J. SAVAGE, University of Chicago. Stressing the role of 
economic behavior in statistics, this book presents a theory of the founda- 
tions of statistics based on a personalistic view of probability. One of the 
Wiley Publications in Statistics, edited by Walter A. Shewhart and S. S. 
Wilks. 1954, 294 pages. $6.00. 


INDIVIDUALS’ SAVING: Volume and Composition 


By IRWIN FRIEND, University of Pennsylvania, assisted by VITO 
NATRELLA, Securities and Exchange Commission. This study presents 
and appraises the available data on saving in the U.S., and develops their 
implications for the determination of aggregate income. 1954. 288 pages. 
$5.00. 


WORKMEN’S COMPENSATION 


By HERMAN M. SOMERS, Haverford College, and ANNE R. SOM- 
ERS. Here is an important new study of the prevention, insurance, and re- 


habilitation of occupational disability. It offers a rigorous appraisal of the 
programs operating in the U.S. 1954. 341 pages. $6.00. 


LABOR MOBILITY AND ECONOMIC OPPORTUNITY 
Seven essays by some of America’s leading social investigators in which 
they summarize their research findings and the implications of their studies 
of labor mobility. Co-published with the Technology Press, M.I.T. 1954. 
118 pages. $3.50. 


THE PROSPECTS FOR COMMUNIST CHINA 

By W. W. ROSTOW, Massachusetts Institute of Technology in collabo- 
ration with RICHARD W. HATCH, FRANK A. KIERMAN, and ALEX- 
ANDER ECKSTEIN. The first book to provide concrete, authoritative in- 
formation on Chinese Communist economic techniques, policies, and pur- 
poses, this work offers a comprehensive balance sheet of the country’s 
strengths and weaknesses. Co-published with the Technology Press, M.LT. 
1954. 374 pages. $5.00. 


Send now for copies on-approval 


JOHN WILEY & SONS, INC., 440-4th Ave., New York 16 
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AMERICAN ECONOMIC ASSOCIATION 


Two New Association-Sponsored Publications 


Léon Walras’ Elements of Pure Economics 


Translated by William Jafté 


This book is the first of our ‘Translation Series.’’ Because of 
its significance, it has been cosponsored by the Royal Economic 
Society. Members may obtain copies at the special rate of $6.00 
(list price $7.50) by mentioning membership on the order, 


which is to be sent to the publisher: 
RICHARD D. IRWIN, INC. 
1818 Ridge Road 
Homewood, Illinois 


The University Teaching of Social Sciences: Economics 


This volume, issued jointly by the International Economic 
Association and UNESCO, contains reports and papers pre- 
sented at the Talloires Conference, August, 1951, and is now 
available through the UNESCO agent, the Columbia Univer- 
sity Press. A special rate of $2.00 net, plus 15 cents postage 
(list price $3.00), may be obtained by members if orders, ac- 
companied by checks made out to Columbia University Press, 
are sent to: 

Dr. JAMES WASHINGTON BELL, Secretary 
American Economic Association 
Northwestern University 
Evanston, Illinois 


Please mention Tue American Economic Review When Writing to Advertisers 


THE INDIAN ECONOMIC JOURNAL 


THE QUARTERLY JOURNAL OF 
THE INDIAN ECONOMIC ASSOCIATION 


Edited by 
C. N. VAKIL 
R. BALAKRISHNA B. V. KRISHNAMURTHY 
Vol. II July 1954 No. 1 
Articles 
THE USE OF CURVES IN THE ANALYSIS OF MARKET PRICE ............4. K. Das Gupta 
PLURAL NOTE ISSUE SYSTEM: A CASE STUDY ............seeeeeeeeeeseeseeees K. N. Raj 
A SUGGESTION FOR A CLOSER ECONOMIC INTEGRATION BETWEEN INDIA AND THE 
Reviews Notes News 
Sabsesiption Mate ....cccccscccccsccoces Rs. 15 or £ 1-5 or $4.00 inclusive of postage 
Rs. 5 or 7/6d. or $1.25 


THE INDIAN ECONOMIC JOURNAL 
School of Economics and Sociology 
University of Bombay 
Bombay, India 


SCIENCE & SOCIETY 


Established 1936 


Volume XVIII, Number 4, Fall, 1954 


THE ENGLISH REVOLUTION AND THE BROTHERHOOD OF MAN ..Christopher Hill 
CONSERVATIVE WRITERS ON IMPERIALISM ..............-..+.. Horace B, Davis 
IMPLICATIONS OF THE THEORY OF REPRESSION ............-+-.0 Francis Bartlett 


BOOK REVIEWS BY Joseph Needham on Chinese Thought from Confucius to Mao Tse- 
tung; William A. Williams on Woodrow Wilson; Harvey O’Conner on The Worker Speaks 
His Mind; Henry F. Mins on Lyric Poetry of the Italian Renaissance; Frederic Ewen on 
Fifty Years With Goethe; Ernest Kaiser on Mine Eyes Have Seen The Glory; Bernard 
Mandel on Americans Interpret Their Civil War; Irving L. Horowitz on Pragmatism ; George 
Houston on Marx and Engels on Malthus; M. Black on The South African Way of Life; 
Henry Martin on Asia and the West; Benjamin Farrington on Theory of Natural Law. 


Quarterly, 50¢ single copy (75¢ Foreign) $2.00 per year ($2.50 Foreign) 


SCIENCE & SOCIETY, INC. 30 East 20th Street New York 3, N.Y. 
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THE REVIEW OF ECONOMIC STUDIES 


Vol. XXII (i) No. 57 October 1954 
CONTENTS 

The Geometry of Point Rationing N. McManus 
Expectations, Uncertainty and Inventory Fluctuations E. S. Mills 
The Determinants of Aggregate Consumption W. Hamburger 
A Synthesis of Engel Curve Theory J. Aitchison 
J. A. C. Brown 

A Note on the Terms of Trade of Nigeria E. K. Hawkins 
A Note on the Adding-up Criterion G. D. N. Worswick 
D. G. Champernowne 

A Note on the Accelerator and Constant Growth A. Kervyn 
A Note on Mr. Ichimura’s Definition of Related Goods R. L. Bassmann 
A Property of Mr. Harrod’s Dynamic System P. K. Newman 
Memorandum on the Sterling Assets of the British Colonies: A Comment A. Hazlewood 


Annual subscription 21s. per volume (3 issues), post free. Special terms for students. U.S.A. 
and Canada $4.00 per volume. Back number rates on application to Secretary. 


Editorial communications should be sent to: The Editor, Review of Economic Studies, 
Nuffield College, Oxford. Articles from the U.S.A, and Canada should be sent to P. A. Samuel- 
son, Massachusetts Institute of Technology, Cambridge, Mass. 


All other communications to the Secretary, Review of Economic Studies, 4, Trumpington St., 
Cambridge, England. 


Cheques should be made payable to the Review of Economic Studies. 


BACK NUMBERS OF THE PUBLICATIONS OF 
THE AMERICAN ECONOMIC ASSOCIATION 


COPIES AVAILABLE 
For sale, either singly or as a set. The price per copy should be bid as net at Worcester; the price 
of issues is as listed in the official list of publications of the Association except that copies listed 
as out of print carry a 10 per cent premium. The price for the set as listed below is $100.00. 


First Series ; Third Series 
November 1887; May, 1888; May, 1894; February, 1900; December, 1903; No. 1 and 
December, 1894, No. 2, Part Il 


AMERICAN ECONOMIC REVIEW 


March supplements, Vols. II, III, and IX. Also Vol. XI, No. 3, 1921, through Vol. XLII, No. 
5, 1953, except for: 1923, No. 3; 1925, No. 2; 1930, No. 2; 1931, No. 4; 1936, Nos. 2 and 3; 
1943, Nos. 1, 2, and supplement; 1949, No. 4. 


WRITE: Mrs. Arthur F. Lucas, 54 Morningside Rd., Worcester 2, Mass. 


AMERICAN ECONOMIC REVIEW 
The following issues are available at $.50 each for the individual copies and $3.00 a year for 
the bound volumes. 
Bound volumes (two of each) for 1940, 1941, 1942, 1943, 1944, and 1945. 


Single copies of every issue for 1936, 1937, 1938, and of the March, May, and June, 1949, 
numbers. 


WRITE: Addison C. Pond, National Life Insurance Co., Investment Dept., Montpelier, Vt. 
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INDIAN JOURNAL OF ECONOMICS 
(founded in 1918) 
Published quarterly. Annual subscriptions 


Editorial Board 
5 B. N. GANcULI D. GHosH 
Qapir SARASWAT 1 PRASAD 
M. K. GHosH (Managing Editor) 
B. R. SHENOY 
CONTENTS 


(a) Articles by recognized authorities on Economic Theory, Economic History, Indian 
pmee roblems, Public Finance, Business Finance, Insurance, Planning, Statistical 
Econometrics, Mathematical Economics, Money and Banking, Trade, Industrial 
igansation, Marketing, Transportation, Agriculture, Industries, Economic Geography, 
ur and Industrial tions, Social Insurance, eration "and Population, 
(b) ane of books. 


(c) Notes and Memoranda on current economic affairs. 


(d) infomation about new publications of various Governments gt International organisa- 
and about important articles appearing in other Journals 


Issued by 


The Departments of Economics and Commerce 
University of Allahabad, U.P. (India) 


London School of Economics and Political Science 
UNIVERSITY OF LONDON 


The followi economics and political science, ished by 
cin Economic at the reduced prices quoted Grders ast be seat to the Secretary 
of the Economic Association Ul must be 


American and accompanied 


ALPReD MARSHALL. Pure Theory of Foreign Trade and Pure Theory of Domestic Values. 
(1879) 1930, reissued 1935, 1949; 28° 3 37 pp. 6s. 3d. 


‘ | (Nos. 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15, 16, 17, 18, 19, 20 are out of print) 
I Series of Reprints of Seares Works on Political Economy 


4. Mountirort Loncrizip. Three Lectures on Commerce and One on Absenteeism. (1835) 
1937; iv, 111 pp. 3s. Od. 


1948; vi, 164 pp. 8s. 


8. D. H. p Reguasaet, A Study of Industrial Fluctuation. (1913). With a new Introduction 
, and an appendix entitled ‘‘Autour se Américaine de 1907 ou 
et by M. 1948; xxv, 350 pp. 


English Utilitarians. 3 Volumes 
Bentham,”’ vii, 326 pp. 


“James Mill,’ vi, 382 
11. Vol. U1, Stuart Mill.” wi, 325 pp. 


12. of, Bouseee Guseee. London Life in the XVIIIth Century. (1925) 1930, 1951. 468 pp. 
(Nos. 1, 2, 3, 5, 6 are out of print) 
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OXFORD ECONOMIC PAPERS 


(NEW SERIES) 


VOLUME 6 JUNE 1954 NuMBER 2 


Contents 


Variations in the Rate of Economic Growth in the U.S.A., 1869-1939 .............. 
By B. Weber and S. Handfield-Jones 


An Interpretation of Economic Backwardness ...........000cseeereseees By H. Myint 


Reconsideration of a Group Welfare Index: A Rejoinder on Marginal Preference ... 


OXFORD ECONOMIC PAPERS became a periodical in 1949 and is now published three 
times a year. The pre-paid subscription price is 25s., post free, the price of a single copy . 
12s. net. Orders may be placed with any bookseller or sent direct to the Publisher. 


OXFORD UNIVERSITY PRESS 
Amen House, Warwick Square, London, E.C.4 


THE ECONOMIC RECORD 
The Journal of the Economic Society of Australia and New Zealand 
Published Half-yearly in May and November 


May, 1954 


On Keynes’ Economic System—Part One 

Input-Output Analysis 

The Research Policy of the Firm 

Economic Development in Under-Developed Areas—Review Article . 

Colonial Money and Banking during the Industrial eae oe... 


An Index of Australian Manufacturing Production ................ S. P. Stevens 
Labour Turnover in New Zealand Industries ...................... G. P. Braal 
Economic Stability in New Zealand 

Single copies 10s. (Australian). Annual Subscription 21 (Australian) 


Melbourne University Press, The University, 
Melbourne N.3, Victoria, Australia 
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SOCIAL RESEARCH 


An international quarterly, founded in 1934, published by the 
GRADUATE FACULTY OF POLITICAL AND SOCIAL SCIENCE 
of the New School for Social Research, New York 


Contents for Autumn 1954 (Volume 21, Number 3) 
A Critique of Countervailing Power Arthur Schweitzer 
French Intellectuals and Communism 
Current Trade-Union Movements of Western Europe David J. Saposs 
The Problem of Loyalty in American Political Thought Howard B. White 
Determinants of Entrepreneurial Ability Yale Brozen 
BOOK REVIEWS 


Published in Spring, Summer, Autumn, and Winter 
Subscription $5 a year, foreign $5.50—Single copies $1.50 
66 WEST 12TH STREET, NEW YORK 11, N.Y. 


THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by ALBERT REES 
in Co-operation with the Other Members of the 


Department of Economics of the University of Chicago 


The December 1954 issue will contain: 


The Predictability of Social Events 
Counter-Cyclical Weapons for the “‘Open’’ Economy 


Mangjost Resource Productivity for Agriculture in Eastern Kalahari of the Union of 
uth Africa Earl O. Heady and Schalk du Toit 


The Monetary and Fiscal Program of the Confederate Government, 1861-1865 
Eugene M. 


Leontief’s Scarce Factor Paradox Stefan Valavanis-Vail 
Book Reviews and Books Received 


FOUNDED in 1892. Published bimonthly: February, April, June, August, October, 
December. Subscription rate $6.00 per volume. Single copy $1.50. Special rates: 
$5.00 per volume for faculty members teaching business or economics, $3.00 per 
volume for graduate students in business or economics. Canadian postage 40 cents. 
Foreign postage 75 cents, 


The University of Chicago Press - 5750 Ellis Ave., Chicago 37, Ill. 
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mile Grunberg and Franco Modigliani 
; 


SOCIAL AND ECONOMIC STUDIES 


Quarterly Journal of 
Institute of Social and Economic Research 
University College of the West Indies 
Jamaica, B.W.I. 


Vol. 3, No. 1—June, 1954 
Budgets and Nutrition in Barbados 
Expenditure on Internal Transport in Jamaica 
The Jamaica Constitution of 1884 
Cultural Integration in Trinidad 
Colonial Monetary Theory 
Rejoinder by ....... 


Vol. 3, No. 2—September, 1954 
A Modern Jamaican Sugar Estate . 
Development of Internal Transport in Senile 
Characteristics of West Indian Political Parties 
Begging in Kingston and Montego Bay 
The Banana in Jamaica: Export Trade 


Subscription per Volume (4 numbers): £1.10.0; U.S, $4.25 


ECONOMETRICA 
Journal of the Econometric Society 
Contents—V ol. 22, No. ¢—October, 1954 


RaGNaR FRIscu: Some Basic Principles of Price of Living Measurements 
HERMAN CHERNOFF: Rational Selection of Decision Functions 


J. 4. © Brown: The Consumption of Food in Relation to Household Composition and 
neome 


Ww. Rowe Evans: The Effect of Structural Matrix Errors on Inter-industry Relations 
stimates 
KENNETH J. ARROW: Import Substitution in Leontief Models 
Joun F. Mutu: A Note on Balanced Growth 
DANIEL B,. Suits: Dynamic Growth under Diminishing Returns to Scale 
a _ N&ISsSER: Some Comments on Balanced Growth under Constant Returns to 
le 


RAGNAR FRISCH: Linear Expenditure Functions 
REPORT OF THE WASHINGTON MEETING 
Boox REViIEews, NOTES, AND ANNOUNCEMENTS 


Published Quarterly Subscription rate available on request 


The Econometric Society is an international society for the advancement of economic 
theory in its relation to statistics and mathematics. 


Subscriptions to ECONOMETRICA and inquiries about the work of the Society and the 
procedure in applying for membership should be addressed to Rosson L. Cardwell, 
The Econometric Society, The University of 87, Illinois, 
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F, Maunder 
.......+Lloyd Braithwaite 
E. Cumper 
.......W. F, Maunder 
......--Morley Ayearst 
‘ ....George E. Simpson 


JOURNAL OF FARM ECONOMICS 
Published by THE AMERICAN FARM ECONOMIC ASSOCIATION 
Editor: Lawrence W. Witt 
Michigan State College, East Lansing, Michigan 


VOLUME XXXVI NOVEMBER 1954 NUMBER 4 
Industrial Management Techniques in Agriculture ............. .. J. E. Wills 
Case for the Mail Survey ........... Robert C. Kramer and James D. Shaffer 
Effects of Changes in Prices, Inputs and Efficiency ............. James Vermeer 
Economics of Ground-Water Mining ................0.00008 J. Herbert Snyder 
E. S. Clifton, R. J. Jessen and E. M. Jacobs 
Theoretical Aspects of a Two Price Plan ............+..-2000% Edwin B. Jones 
Use of Regression and Test Procedures ............-.0++: Fred H. Wiegmann 


This Journal contains additional articles, notes, and book reviews and is published in 
February, May, August, November, and December. Yearly subscription $5.00. 


Secretary-Treasurer LOWELL HARDIN 
Department of Agricultural Economics 
Purdue University, Lafayette, Indiana 


KYKLOS 


International Review for Social Sciences 


Vol. VII—1954—Fase. 1/2 


Development and the Free Economy—Some Typical Dilemmas 
Zur Wirtschaftspolitik und Theorie der englischen Klassiker 


La Banque des Réglements Internationaux et l'Union Européenne de Paiements 
Roger Auboin 


The Changed Meaning of Self-Interest t W. Zajdlic 
Eberhard Gothein 


Les difficultés du Fonds Monétaire International et leurs causes 
Emile James et Le Thank-Khoi 


International Aspects of the French Investment Program 
Soziologie und Existentialismus 
A New German Textbook on Population Theory 
Erich Schneider’s “Introduction to Economics” 
Discussion: A Correction 

Bemerkungen zu einer Korrektur 


Book Reviews—tTitles of New Books 


All articles are followed by an English summary. Annual subscription s.Fr.386.—, 
for new subscribers s.Fr.26.—. Order from your bookstore or the publisher: Kyklos- 
Verlag, Sevogelstrasse 140, Basel, Switzerland. 
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.......Jamee Baster 
Lubell 
see Oorrado Gini 
.Alexzander Gerschenkron 


POPULATION STUDIES: 


A Journal of Demography 
Editor: D. V. GLASS 


Volume VIII, No. 2 November, 1954 
CONTENTS 
Maup Butsrine. Post-war Refugees in Great Britain 


Epwarp Gross. The Role of Density as a Factor in Metropolitan Growth in 
the United States of America 


G. Mortara. The Development and Structure of Brazil’s Population 

J. R. L. Scunewer. Note on the Accuracy of Local Population Estimates 
H. Strcock. Precision in Population Estimates 

C. Stern. The Facts of Life 

Cice.y Watson. A Survey of Recent Belgian Population Policy 


Subscription price per volume of 3 parts 35/—net, post free (or American cur- 
rency $5.75). 


Single parts 15/—each plus postage (American $2.50, post free). 


Published by the Population Investigation Committee, at the London School of 
Economics and Political Science, 15 Houghton Street, London, W.C.2. 


THE QUARTERLY JOURNAL 
OF ECONOMICS 


Founded 1886 

Vol. LXVIII November, 1954 No. 4 
ON IRRATIONALITY IN POLITICAL ECONOMY .........cccccecceececccceccesecs Louis Baudin 
CHOICE, EXPECTATIONS AND MEASURABILITY .................Nicholas Georgescu-Roegen 
THE TRADE UNION MOVEMENT AND THE RE-DISTRIBUTION OF POWERgIN POST- 

WAR Clark Kerr 
sc Alexander Henderson 
RECENT LITERATURE ON THE ECONOMIC DEVELOPMENT OF BACKWARD AREAS 

RANDOM VARIATIONS, RISK, AND RETURNS TO SCALE ..............2-0+e008 T. M, Whitin 
DEBT MANAGEMENT AND ECONOMIC STABILIZATION ............-.-+00+ Melvin D. Brockie 
INFORMATION, RISK, IGNORANCE AND INDETERMINACY ..........--..-ee005 Martin Shubik 
NOTES AND DISCUSSIONS: 

A Syuthotio Theory of Thomas Nixon Carver 

Full Capacity vs. Full Employment Growth: Some Further Comments ........++-- D. Hamberg 


RECENT PUBLICATIONS 
Edited by E. H. Chamberlin for the 
Department of Economics, Harvard University 


$1.50 per copy, $5.00 a year; 3 years, $14.00; 
Special Student Rate, $3.00 a year. 


Order from THE HARVARD UNIVERSITY PRESS 
CAMBRIDGE 38, MASSACHUSETTS 
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REVUE DE SCIENCE ET DE LEGISLATION 
FINANCIERES 


The French Review of Public Finance 


Number I, January-March, 1955 
Taxation and Industry Carl S. Shoup (Columbia) 


The Corporation Income Tax in U.S.A. Richard Goode (Washington) 
Some New Aspects of an Old Problem: Equity in Taxation Jean Merigot (Bordeaux) 
A Rehabilitation of the European Payments Union L. Davin (Liége) 
The New Role of the Public Domain in the French Legislation J. Berger (Paris) 
Problems of Public Finance in a Common Market J. Trempont (Brussels) 
State Lotteries J. Mienville (Bordeaux) 


Surveys of French Public Finance, Fiscal Legislation and Jurisprudence 
Books, Periodicals, Bibliographical Index 


The Review is published quarterly. Yearly subscription abroad: 3,500 Fr. fr. or U.S. 
$10.30. Orders can be placed to Pichon and Durand-Auzias, 20 rue Soufflot, Paris V and 
Stechert-Hafner, 31 East 10th Street, New York, N.Y. 


THE SOUTH AFRICAN JOURNAL OF ECONOMICS 


Editors 
C. S. Ricuarps 
(Managing Editor) 
W. J. Busscnau H. M. Rosertson 
Contents of Vol. 22, No. 3 
September 1954 


The Transition to Customs Union in Southern Africa ....Professor T. H. Kelly 
On oe the Price of Gold—An American Viewpoint ...... F. W. Mueller 
Velocity o meeneeed Money Stock and Money Possession ......... 
Professor H. W. J. Wijnholds 
Sampling Technique in an Economic Survey of Sugar Cane Production . 
The Economic Society of South Africa Proceedings at the Twenty-seventh 
Annual General Meeting 
Some Aspects of Nationalised Industries in Great Britain ............... 
The Net National Income of the Union of South Africa, 1952-1953 (Bureau of 
Census and Statistics) 


$5.00 per year—$1.50 single copies 


Reviews—Official Publications—Tabulated Official Union and 
Foreign Statistics—Recent Periodicals—New Books 
Single copies at 7s.6d. each, obtainable from the Central News Agency, Ltd., and 
other leading booksellers. Oversees Aqgate fer subscri piions (21, 5s. per annum) and 
= le copies (7s.6d. each) : ples Mandeville Place, London, W.1. 
ubscriptions to the Journal ‘or 5s. per Fenny and enquiries regarding advertise- 
aa tariffs to the Secretary, P.O. Box 5316, Johannesburg. 
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THE SOUTHERN ECONOMIC 
JOURNAL | 


A Joint Publication of the Southern Economic Association 
and the University of North Carolina 


Published Quarterly at Chapel Hill, N.C. 


Vol, XXI, Ne, 2 October 1954 
CONTENTS 
ARTICLES 


Choice and Revealed Preference Nicholas Georgescu-Roegen 
Institutional Economics as Seen by an Institutional Economist Edwin E. Witte 
Some Critical Observations on the Major Keynesian Building Blocks Murray E. Polakoff 
The Farmer and the Tariff: A Reappraisal Howard R. Smith 
International Programs and Agricultural Policy Lawrence Witt 
The Equilibrium of Land-Use Patterns in Agriculture Edgar S. Dunn, Jr. 
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